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INTRODUCTION 


Background  of  the  Project 

In  1962  secondary  school  curricular  improvements  in  the  physical 
sciences,  in  the  biological  sciences,  and  in  mathematics  had  been  ini- 
tiated. Curricular  improvements  in  social  studies,  however,  largely 
had  been  neglected.  In  order  to  discuss  ways  of  improving  the  social 
studies  curriculum  on  the  secondary  level,  E.  Maccia,  a philosopher 
in  the  Bureau  of  Educational  Research  and  Service  of  The  Ohio  State 
University,  brought  together  in  the  spring  of  1962  other  faculty  members 
of  The  Ohio  State  University:  one  from  each  of  the  subjects  const  i- 

tuting  the  grouping  called  'the  social  studies',  as  well  as  one  who  was 

a specialist  on  evaluation  and  one  on  social  studies  education..  The 

J 

faculty  members  were  the  following: 

R.  Dynes,  Department  of  Sociology, 

E.  Furst,  Department  of  Psychology  and 
Specialist  on  Evaluation, 

R.  Jewett,  Department  of  Education  and 

Specialist  on  Social  Studies  Education, 

M.  Lovenstein,  Department  of  Economics, 

D.  Spitz,  Department  of  Political  Science, 

J.  Vi  11  mow,  Department  of  Geography,  and 
M.  Young,  Department  of  History. 

The  discussions  of  these  faculty  members  concerning  the  problem  of  im- 
proving the  social  studies  curriculum  in  the  secondary  schools  resulted 
in  the  general  conclusion  that  curricular  materials  should  be  developed 
according  to  some  organizational  principle  and  should  be  evaluated 
according  to  some  student  behavioral  outcomes.  A specific  conclusion 
of  the  group  was  that  one  organizational  principle  which  should  be  tried 
out  is  the  discipline-centered  approach. 

v ■ •"/,'«  . - • ■ , -■  ‘ r -'V*.**.  *.  : 

• • • 

XIII 


o 


Subsequently,  E.  Furst,  R.  Jewett,  M.  Lovenstein,  and  E.  Maccia 
prepared  a proposal  for  a project  in  which  the  organizational  principle 
for  developing  curricular  materials  for  a ninth  grade  course  in  eco- 
nomics would  be  the  discipline-centered  approach.  Moreover,  the  curric- 
ular materials  when  developed  would  be  evaluated  with  respect  to  student 
beha v i o ra 1 ou  tcomes . 

Work  of  the  Project 

The  work  of  the  project  involved  the  following  tasks: 

1.  development  of  a basic  rationale  for  the  project,  both  with  respect 
to  the  procedure  of  the  project  and  to  the  theory  upon  which  the 
course  was  developed, 

2.  development  of  the  theory  of  the  course,  both  the  student  behavioral 
outcomes  and  the  why  and  how  of  the  structuring  of  the  curricular 
materials, 

3.  preparation  of  the  curricular  materials  of  the  course,  both  those 
for  the  teacher  and  those  for  the  student, 

4.  evaluation  of  the  curricular  materials,  and 

5.  indication  of  the  relevance  of  the  project  for  the  social  studies 
curriculum. 

Outl ine  of  the  Project  Report 

The  report  of  the  results  of  the  project  parallels  the  work  of 
the  project.  The  report,  therefore,  consists  of  chapters  which  present 
sequentially: 

1.  the  rationale  of  the  project, 

2.  the  theory, of  the  course, 

3.  the  curricular  materials  of  the  course, 

4.  the  evaluation  of  the  curricular  materials,  and 

5.  the  relevance  of  the  project. 
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CHAPTER  X 


DEVELOPMENT  OF  CURRICULAR  MATERIALS 
AND  THE  DISCIPLINE-CENTERED  APPROACH 

In  this  development  of  economics  curricular  materials  for  the 
ninth  grade,  the  organizing  principle  was  the  discipline-centered 
approach.  Moreover,  the  development  was  a research  endeavor:  both 

theory  and  evaluation  were  involved,  in  this  chapter,  the  rationale 
of  the  project  both  with  respect  to  its  research  nature  and  to  the 
theoretical  delineation  of  the  approach  is  presented.  The  rationale, 
furthermore,  is  general  so  that  it  is  applicable  to  any  discipline- 
centered  approach.  In  other  words,  the  rationale  is  set  forth  as  a 
theoretical  paradigm  for  any  development  of  curricular  materials. 


Curriculum  Theory  and  Research 
To  do  research  not  only  is  to  establish  claims  but  also  to 
formulate  them.  In  fact,  without  the  formulation  of  claims,  it  is  im- 
possible to  evaluate  them.  Claims  must  be  stated  unambiguously  and 
precisely  in  order  that  what  is  to  be  evaluated  is  clear.  Once  what  is 
to  be  evaluated  is  clear,  then  the  proper  evaluation  procedure  can  be 

employed. 


z 


Claims  about  curriculum  must  meet  certain  general  requirements, 
if  they  are  to  constitute  theory.  To  begin  with,  theory  is  speculation, 
even  if  the  theory  is  empirical,  i.e.  is  about  experience.  One  cannot 
approach  experience  without  theory.  Percepts  (data)  without  concepts 
(claims)  are  bl ind. 

. . . before  every  study  of  facts  a special  kind  of  theoretic  work 
is  always  necessary;  to  put  down  an  instrumentor ium  of  conceptions, 
a system  of  logically  coherent  problems  to  be  solved  by  empiric 
research. ' 

Speculation,  nevertheless,  would  be  sheer  speculation,  unless  there  is 
a way  of  determining  its  warrant.  Evaluation  must  be  possible,  since 
concepts  without  percepts  are  empty.  The  quotation  indicates  yet 
another  requirement,  the  requirement  of  coherence.  The  claims  set  forth 
in  the  process  of  theorizing  must  be  related  in  some  systematic  way. 

A heap  of  claims  do  not  make  a theory.  Finally,  the  claims  of  a theory 
must  be  generalizations.  The  very  essence  of  a generalization  is  that 
it  holds  for  all  times  and  places.  To  state  the  matter  differently, 
the  claims  of  a theory  must  be  noncontextual  in  terms  of  time  and  place. 

Curriculum  Theory  and  Policy 

The  requirement  that  curriculum  theory  consists  of  generali- 
zations permits  sorting  out  curriculum  theory  from  curriculum  policy. 
Policy  is  a definite  course  of  action,  selected  from  alternatives  in 
the  light  of  given  conditions,  to  guide  present  and  future  decisions. 

1 Gerhard  Mackenroth,  Theoretische  Grundlagen  der  Preisbi Idungs- 
forschunci  und  Pre ? spol i t i k (Berlin:  Sozialwissenshaft 1 ichen  Studien, 

1933),  p.  v. 
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Adequate  curriculum  policy,  thus,  is  adequate  curriculum  theory  of 
practices  adjusted  to  the  given  conditions  of  the  time-place  context 
in  order  to  provide  directives  for  curriculum  practices.  The  adjust- 
ment would  be  the  task  of  the  curriculum  specialist  and/or  the  teacher 
and  not  of  the  curriculum  researcher  (the  curriculum  theorist  and 
evaluator).  In  this  project,  therefore,  the  investigators'  primary 
concern  was  not  with  curriculum  pol icy. 

Full  cognizance  is  given  to  the  fact  that  what  ought  to  be  is 
not  always  what  happens.  Policy  is  recognized  as  an  expression  of  the 
power  structure  of  a given  group  of  persons  as  to  the  practices  they 
take  to  be  expedient.  Conditions,  such  as  lack  of  financial  resources, 
or  counter-claims'  about  curriculum  practices  can  mitigate  against 
curriculum  practices  based  upon  practical  curriculum  knowledge  and  upon 
the  art  of  adjustment  exhibited  by  the  curriculum  specialist  and/or 
the  teacher. 

Kinds  of  Curriculum  Theory 

Curriculum  theory  of  practices  has  been  mentioned  already.  A 
practice  is  a group  of  human  actions,  which  may  or  may  not  involve 
material  objects  as  instruments,  directed  toward  specified  outcomes. 
Curriculum  theory  of  practices  (praxiological2  curriculum  theory), 
hence,  consists  of  claims  about  curriculum  practices,  e.  g.  about  actions 
involving  a textbook  directed  toward  specified  student  behavioral 

2The  term,  'praxiological1,  is  taken  from  Tadeusz  Kotarbinski 1 s 
"Praxiological  Sentences  and  How  They  are  Proved,"  in  Logic.  Method^ 
oloqy  and  Philosophy  of  Science,  edited  by  Nagel,  Suppes,  and  Tarski, 
(Stanford,  California:  University  of  Stanford  Press,  1962),  pp.211-223. 
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outcomes.  But  these  are  not  the  only  claims  that  can  be  made  about 


curricul urn. 


Claims  can  be  made  about  what  curriculum  is,  how  curriculum  re- 
lates to  the  teaching- learning  process  or  instruction.  For  example, 
should  a claim  be  made  that  curriculum  is  content  within  instruction? 


Curriculum  theory  which  consists  of  such  claims  I shall  call  'event  cur- 
riculum  theory'. 

Since  curriculum  must  be  formed,  claims  must  be  made  about  the 


logic  of  the  content  taken  to  be  curriculum.  Logic  need  not  be  kept 
within  the  bounds  set  by  the  rationalistic  temper  and  maintained  today 
by  scientific  empiricism3  and  logical  empiricism^.  Indeed,  if  it  is, 
there  is  every  reason  to  believe  that  one  would  be  unable  to  set  forth 
the  logic  of  most  of  the  content  taken  to  be  curriculum. 


Wittgenstein  states  the  matter  in  a cogent  way: 


The  more  narrowly  we  examine  actual  language,  the - rvst a!  1 ine 

the  conflict  between  it  and  our  requirement.  (For  the  crystal! 
purity  of  logic  was,  of  course,  not  a result  of  invest ‘ggtjon.  it 
was  a requirement.)  The  conflict  becomes  intolerable;  the  requi 
ment  is  now  in  danger  of  becoming  empty# 


At  any  rate,  claims  about  the  logic  of  curriculum  content  constitute 
a third  kind  of  curriculum  theory,  formal  curriculum  theory. 


3 Charles  W.  Morris,  "Scientific  Empiricism,"  International  Ep^- 
clopedia  of  Unified  Science  (Chicago:  University  of  Chicago  Press,  1938), 

Volume  1,  Part  1,  pp.  63-75. 


4u  Feiql,  "Logical  Fmpiricism."  Readings  in  Philosophical 
Analysis,  edited  by  Feigl  and  Sellars  (New  York:  Appleton-Century- 

Crofts,  1949),  PP.  3-26. 


6 Ludwig  Wittgenstein,  Philosophical  Investigations  (New  York: 
The  Macmillan  Co.,  1935) > paragraph  107. 
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Finally,  claims  must  be  made  as  to  what  student  behavioral  out- 
comes are  valuable  and  so  ought  to  be  specified  within  curriculum 
practices.  Valuationai  curriculum  theory  consists  of  claims  of  this 

sort. 

The  four  kinds  of  curriculum  theory  can  be  sorted  into  two  cat- 
egories on  the  basis  of  the  kind  of  warrant  required  to  establish  the 
claims.  Event  curriculum  theory  and  praxiological  curriculum  theory 
are  empirical  in  nature.  Through  experience,  both  claims  about  the 
relation  of  curriculum  to  the  teaching- learning  process  and  claims  about 
the  relation  of  curriculum  actions  to  specified  student  behavioral  out- 
comes can  be  checked  out.  Valuationai  curriculum  theory  and  formal 
curriculum  theory  are  philosophical  in  nature.  Being  philosophical, 
these  two  kinds  of  theories  cannot  have  their  warrant  in  experience. 

Valuationai  theory,  whether  it  be  about  student  behavioral  out- 
comes with  respect  to  curriculum  or  not,  consists  of  claims  about  ideal 
kinds  and  structures  of  events.  An  excellent  illustration  of  such 


theory  is  found  in  Plato's  Republic,  and  his  words  make  clear  that  he 

is  not  theorizing  about  experience  in  the  sense  of  what  is  or  will  be: 

"Well,"  said  I,  "in  heaven,  perhaps  a pattern  of  it  is  indeed  laid 
up,  for  him  that  has  eyes  to  see,  and  seeing  to  settle  hlms® 
therein  It  matters  nothing  whether  it  exists  anywhere  or  shall 
exist -I  for  he  ^uH  practice  the  principles  of  this  city  only,  no 

other."6 


6th»  Republ ic.  translated  by  W.  H.  D.  Rouse,  Book  9,  592. 
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The  warrant  for  formal  curriculum  theory  depends  upon  logical 

analysis.  As  Wittgenstein  tells  us: 

These  are,  of  course,  not  empirical  problems;  they  are  solved, 
rather,  by  looking  into  the  workings  of  language,  and  that  in  such 
a way  as  to  make  us  recognize  these  workings:  in  spite  of  an  urge 

to  misunderstand  them. 7 

Schema  1 summarizes  the  kinds  of  curriculum  theory  with  their 
respective  kind  of  warrant. 


Curriculum  Theory 


Schema  1:  Kinds  of  Curriculum  Theory 


Although  kinds  of  curriculum  theory  can  be  distinguished,  yet 
they  relate  to  one  another.  Their  interrelations  will  become  patent 


7pp.  cit..  paragraph  109. 
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after  the  theoretical  delineation  of  a discipl ine-centered  approach  to 
the  development  of  curricular  materials  is  presented. 

Discipline-centered  Approach 

The  discipline-centered  approach  is  an  event  curriculum  theory 
in  which  curriculum  is  the  content  within  instruction.  This  theory  then 
provides  a basis  for  the  formal  curriculum  theory  with  its  inherent 
valuational  curriculum  theory  which  in  turn  provides  the  basis  for  the 

praxiological  curriculum  theory. 

To  understand  what  is  involved  in  the  event  curriculum  theory, 
the  meaning  of  'discipline'  must  be  made  explicit.  'Discipline*  comes 
from  the  Latin,  'discipulus' , meaning  disciple.  Because  a disciple  is 
one  who  learns  ('discipulus'  comes  from  'discere',  to  learn)  by  following 
the  teaching  of  his  master,  in  its  most  general  sense  'discipline'  means 
1.  instruction. 

Instruction,  then,  is  a relational  term  requiring  two  events  for  its 
exempl if icat ion— teaching  and  learning.  Only  teacher  behav'or,  Bt,  as  it 
relates  to  student  behavior,  B$,  produces  instruction,  I.  Stated  more 
precisely,  instruction  is,  =,  a function  of,  /,  the  relation,  R,  between 
teacher  behavior  and  student  behavior.  The  symbolic  statement  is  as 
follows: 

I = /(BT  R BS) 

Because  instruction  involves  learning,  a student  behavioral  change,  in- 
struction is  an  influence  relation.  Influence  comes  from  the  Latin, 

' infuere' , meaning  causing  to  flow  in.  Influence,  thus,  can  be  viewed 
as  a building  up  with  respect  to  a student's  behavior. 


8 


Since  instruction  is  influence,  it  is  not  difficult  to  ascertain 
how  'discipline1  also  means 

2.  regulation. 

Where  there  is  discipline  in  the  sense  of  instruction,  there  must  be 
regulation.  In  instruction,  behavior  is  regulated  in  the  sense  of 
becoming  governed  by  a rule  or  rules.  A rule  is  a reason  or  criterion 
which  is  evidenced  in  one  way  of  behaving  rather  than  another  way  of 
behaving.  Instruction,  consequently,  is  influence  toward  rule-governed 
behavior;  it  is  a building  up  of  rules  with  respect  to  a student's 
behavior. 

Other  senses  of  'discipline'  are  specifications  within  discipline 
as  instruction  and  as  regulation.  These  meanings  indicate  modes  of  in- 
struction and  of  regulation,  and  are: 

3.  perfection  of  mental  faculties, 

4.  punishment, 

5.  submission  to  authority, 

6.  rules  of  practical  conduct,  and 

7.  organized  branches  of  knowledge. 

Little  need  be  said  about  discipline  as  perfection  of  mental 
faculties.  This  meaning  rests  upon  faculty  psychology  which  is  recog- 
nized as  fallacious.  Hypostat izat ion  of  mental  faculties,  which  are 
capable  of  strengthening  and  so  being  perfected,  no  longer  is  considered 
a fruitful  approach.  Nonetheless,  it  is  important  to  mention  this 
meaning  to  prevent  premature  discounting  of  discipl ine  as  a basis  for 
organizing  curriculum.  Some  might  conceive  discipl ine  only  in  this  sense, 
and  so  reject  the  possibility  of  discipline-centered  curriculum. 


Discipline  as  punishment  and  as  submission  to  authority  relates 
to  the  motivational  aspect  of  instruction  or  regulation.  The  student 
might;  be  instructed  or  his  behavior  might  be  regulated,  because  punish- 
ment or  the  teacher's  authority  operates  as  a motivational  basis.  Since 
in  its  most  general  sense  'authority'  means  power  to  influence,  exercise 
of  authority  could  be  based  upon  extrinsic  factors — punishment,  reward, 
position,  expertise,  and  affect ion--or  the  intrinsic  factor  of  curric- 
ulum or  any  combination  thereof.  In  a less  general  sense  of  'authority  , 
position  or  expertise  or  both  are  implicated.  In  the  least  general 
sense,  only  expertise  is.  But  the  term,  'submission',  indicates  an  ex- 
ercise of  authority  in  which  argument urn  ad  bacuium  is  central.  Punish- 
ment as  the  motivational  basis  is  an  exercise  of  authority  which  takes 
the  form  of  authoritarianism.  Discipline  as  punishment,  and  so  as  sub- 
mission to  authority,  can  be  set  aside  as  a viable  centering  for  the 
organization  of  the  curriculum,  for  curriculum  is  the  content  of 
instruction  and  may  be  an  intrinsic  motivational  factor  but  not  an  ex- 
trinsic one. 

Discipline  as  rules  of  practical  conduct  and  as  organized  bodies 
of  knowledge  does  relate  to  curriculum  taken  as  the  content  of  instruc- 
tion. It  *s  'discipline'  in  these  senses  which  is  of  significance  as 
a centering  of  curriculum.  Organized  bodies  of  knowledge  too  are  rules 
of  behaving.  Whether  they  consist  of  rules  of  practical  conduct  depends 
upon  whether  they  are  praxiolog ical  bodies  of  knowledge,  such  as  medicine 
and  engineering.  Other  rules  of  practical  conduct  are  non-general  in 
the  sense  that  they  are  contextual  with  respect  to  time  and  place.  They 
are  on  the  level  of  pol icy. 
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To  complete  this  event  curriculum  theory,  consideration  must  be 
given  to  the  role  of  the  learner.  The  learner's  behavior  is  not  re- 
active but  active.  His  behavior  does  not  become  governed  by  rules, 
because  they  are  stamped  on  him.  He  imposes  rules  on  himself,  when  he 
discovers  them  in  the  curriculum  or  extrinsic  motivation  presented. 

Winch  has  set  forth  a simple  illustration  which  might  aid  in 
grasping  the  distinction  between  active  and  reactive  behavior  as  it 
relates  to  rules: 

The  dog  responds  to  N's  commands  now  in  a certain  way  because  of 
what  has  happened  to  him  in  the  past;  if  1 am  told  to  continue  the 
series  of  natural  numbers  beyond  100,  I continue  in  a certain  way 
because  of  my  past  training.  The  phrase  'because  of',  however, 
is  used  differently  of  these  two  situations:  The  dog  has  been  con- 
ditioned to  respond  in  a certain  way,  whereas  I know  the  right  way 
to  go  on  on  the  basis  of  what  I have  been  taught. 

To  the  above,  if  the  illustration  is  to  be  complete,  add  the  following: 

I go  on  in  this  way,  because  I have  discovered  this  rule  of  mathe- 
matics or  some  extrinsic  rule--such  as  avoidance  of  pun ishment--as 
a criterion  of  right  behavior  which  is  my  reason  for  behaving  in 
this  manner. 

The  person,  therefore,  acts  according  to  rules.  He  is  not  acted  upon. 

He  is  not  a thing.  A thing  is  an  entity  without  ends,  and  so  simply 
reacts.  Even  punishment  to  regulate  behavior  involves  active  behavior, 
as  indicated  in  my  addition  to  Winch's  illustration.  If  one  contests 
punishment  of  the  learner,  he  does  so  on  the  grounds  that  such  a rule  of 
teaching  is  not  valuable  because  it  sets  conditions  so  that  a learner 
might  apply  an  undesirable  rule  of  behavior.  The  contesting  is  philo- 


8 Peter  Winch,  The  Idea  of  a Social  Science  (London:  Rout ledge 

and  Kegan  Paul,  1958),  p.  62. 
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sophical,  for  what  is  at  issue  is  what  is  taken  to  be  valuable  rule- 
governed  behavior. 

Besides  the  symbolic  statement,  I ■ /(By  R B$),  two  other 
symbol ic  statements  may  be  presented  to  summarize  the  event  curriculum 
theory  presented  above: 

Bt  = /(Cp  R EMp) 

where  'Cp'  stands  for  curriculum  presented  and  ‘EMp*  stands  for 
extrinsic  motivation  presented;  and 

Bs  = /(Cp  R EMp) 

where  'Cp1  stands  for  curriculum  discovered  and  'EMq'  stands  for 
extrinsic  motivation  discovered. 

Before  turning  to  the  nature  of  the  formal  curriculum  theory  which  is 
based  on  this  event  curriculum  theory,  it  should  be  emphasized  that  the 
placing  of  curriculum  within  instruction  merges  content  and  method 
not  only  in  teaching  but  also  in  learning.  Curriculum  as  presented 
involves  not  only  the  content  of  a subject  but  also  the  methods  in- 
volved. Curriculum  as  discovered  involves  an  inquiry  process  into 
problematic  content  situations. 

Instruction  is  taken  to  be  the  building  up  of  rules.  Formal 
curriculum  theory  in  which  the  logic  of  a domain  is  worked  out  for 
presentation  and  discovery  of  rules,  therefore,  is  essentially  a task 
of  structuring  the  domain.  In  any  structure  or  structuring,  there  are 
rules  for  putting  together  the  elements  and  rules  which  are  the  elements 
as  specified.  The  discipline-centered  curriculum  approach,  thus,  is  the 
basis  for  a formal  curriculum  theory  in  which  structure  becomes 


paramount. 
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Once  the  organized  body  of  knowledge  or  the  rules  of  practical 
conduct  have  been  selected  for  structuring,  the  result  is  that  what  is 
selected  is  taken  as  valuable  for  discovery  by  the  student.  The  student 
behavioral  outcome  of  discovering  the  structure  which  has  been  set 
forth  becomes  the  outcome  which  is  considered  of  worth.  The  valuational 
curriculum  theory,  hence,  is  inherent  in  the  formal  curriculum  theory. 

Upon  the  basis  of  the  formal  curriculum  theory  with  its  inherent 
valuational  theory,  the  praxiolog ical  theory  is  developed.  The  curric- 
ular materials  related  to  the  discovery  of  structure  are  dynamic.  They 
are  not  merely  packages  to  be  handed  to  teachers  and  students.  They 
require  a certain  way  of  behaving,  and  so  learning  situations  as  well 
as  directives  are  included  with  the  outline  of  structure. 

Theoretical  Paradigm 

Schema  2 on  the  next  page  summarizes  the  rationale  of  the  pro- 
ject and  sets  it  forth  as  a theoretical  paradigm  for  the  development 
of  any  curricular  materials. 
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EVENT  CURRICULUM  THEORY 
X m /(By  R Bg) 

where  By  * /( Cp  R EMp)  and,  B$  * /(Cd  R EMd) 


► VALUATIONAL  CURRICULUM  THEORY 

Cp  s /(sd) 

where  'Sq1  stands  for 
structures  discovered. 


PRAXIOLOGICAL  CURRICULUM  THEORY 

cp  ® /(Sd  r cm) 

where  'CP'  stands  for  curriculum  practices  and  ^M1  for  curricular 
materials. 


C * /(S) 

where  1 S*  stands  for 
structures. 


Schema  2:  Theoretical  Paradigm  for  the  Discipl ined-centered 

Approach  to  the  Development  of  Curricular  Materials 


CHAPTER  II 


3 — 


ECONOMICS:  DISCIPLINE,  STRUCTURE,  SEQUENCE,  AND  PEDAGOGY 


The  principal  investigators  and  the  research  associates  agreed 
from  the  start  that  the  project  would  be  based  upon  the  structure  of 
economics  previously  developed  by  the  economist  on  the  project  (Meno 
Lovenstein).  The  project  adopted  as  its  basic  position  paper  a chapter 
written  by  Lovenstein  in  The  Teaching  of  Elementary  Economics,  entitled 
"Economics,  Educational  Philosophy,  and  Psychology."1  The  publication 
included  the  papers  and  discussions  of  a conference  of  college  and  uni- 
versity teachers  at  the  Merrill  Center  for  Economics  and  was  sponsored 
by  Grinnel 1 College  under  a grant  from  the  Ford  Foundation. 

Since  Lovenstein's  paper  was  accepted  as  an  integral  part  of  the 
project,  it  is  reproduced  in  its  entirety  as  a part  of  this  chapter.  In 
the  early  months  of  the  project,  a number  of  meetings  were  addressed  to 
the  content  and  approach  of  the  position  paper.  The  summary  of  this  chap 
ter  will  consist  of  an  analysis  of  the  usefulness  of  Lovenstein's  paper 
in  the  preparation  of  the  materials.  It  will  also  express  conclusions 
which  the  writer  has  reached  concerning  his  concept  of  the  structure 


. . Men°  Lovenstein,  "Economics,  Educational  Philosophy,  and  Psv- 
KnoIf9VnH  Tei*ch'n9  of  Elementary  Economics,  edited  by  Kenyon  A. 

Pp  PU7-?66ameS  ' Strauss  (New  York:  H°'t.  Rinehart  and  Winston,  i960) 
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of  economics,  as  modified  by  his  experience  on  the  project  and  by  other 
related  experiences.  A word  of  caution  about  a possible  confusion  may 
be  helpful.  The  experimental  course  referred  to  in  the  position  paper 
described  an  earlier  effort  and  should  not  be  confused  with  the  materi- 
als prepared  in  this  project. 


driWWWWHWWWWWHn^^ 


Economics,  Educational  Philosophy,  and  Psychology 

Meno  Loven stein2 

t 

Economics  and  Education 

The  experiment  in  economic  education  at  Ohio  State  University 
has  been  a continuing  exploration  of  the  relations  between  economic  anal- 
ysis, educational  philosophy,  and  psychology.  One  result  of  the  explor- 
ation has  been  an  experimental  course  in  the  principles  of  economics 
which  attempted  a very  conscious  use  of  educat ional  philosophy  and  psy- 
chology in  the  presentation  of  economic  analysis. 

It  is  astonishing  how  little  professional  attention  teachers  of 
economics  have  given  to  the  art  of  teaching  and  to  the  intricacies  of  the 
educational  process.  It  is  true  that  in  two  official  publications  of  the 
American  Economic  Association,  The  Teaching  of  Undergraduate  Economics 
and  Graduate  Education  in  Economics,  economists  have  publicly  expressed 


^Permission  to  reproduce  this  chapter  in  this  Report  has  been 
granted  by  the  publisher. 
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their  disturbance  and  uncertainties  about  education  in  economics.1  Yet 
in  neither  volume  is  there  the  amount  and  quality  of  attention  to  educa 
tional  philosophy  and  psychology  which  is  necessary  and  which  I have 

attempted . 


In  the  study  of  graduate  education  in  economics,  there  is  a good 
summary-and  lament-of  the  proliferation  and  "technical  izat ion"  of  eco- 
nomics. The  monograph  does  have  a section  on  "Teacher  Training,  but 
the  conclusion  was  that  professors  in  graduate  departments  of  economics 
are  "overwhelmingly  unsympathetic  to  the  idea  that  the  Ph.D.  program 
should  be  modified  substantially  in  the  direction  of  greater  attention 
to  teacher  training."  Heads  of  undergraduate  economics  departments  were 

more  sympathetic.4, 

Howard  R.  Bowen,  who  wrote  the  study,  states  that  "we  know  lit- 
tle, systematically,  about  pedagogy  in  economics  at  the  college  level 
...  we  are  vague  about  the  objectives  of  college  courses  in  economics. 
We  have  little  reliable  information  about  content,  methods  of  instruc- 
tion, or  personal  qualities  of  teachers  as  related  to  the  attainment  of 

whatever  objectives  may  be  decided  upon."’ 

Why  is  it  that  teaching  economists  have  not  given  the  same  value 

and  respect  to  the  teaching  part  of  their  task  as  they  have  to  the  eco- 
nomic content?  Part  of  the  explanation  no  doubt  lies  in  the  supposed 
conflict  between  research  and  teaching,  with  teaching  assumed  to  be  a 

'Taylor,  Horace,  The  Teaching  of  Undergraduate  j;conom  ’ g^upp  ’ 
Amariran  Fconomic  Review,  December  1950;  Bowen,  Howard  R . £0*H£* 
£Kr„tinn  in  Econom,7s  Supp.  AmeHcan  Econom.c  Review,  Sept.  1953. 


*Bowen,  p.  164. 

3 Ibid. , p.  167. 
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by-product.  In  addition,  many  economists  have  been  caught  up  in  the  de- 
bate about  the  quality  of  the  schools,  which  in  popular  discussions 
usually  means  the  influence  of  the  colleges  of  education  and,  particular- 
ly, of  John  Dewey.  Indeed,  this  writer  in  pursuing  his  interest  in  edu- 
cational philosophy  and  psychology  has  often  encountered  among  his  fellow 
economists  the  suspicion  that  he  has  been  contaminated  by  contact  or, 
worse,  has  been  guilty  of  a kind  of  disciplinary  treason  to  the  sovereign 

state  of  economics. 

Many  teaching  economists  who  want  to  improve  their  teaching  still 
believe  that  they  can  "pick  up  what  they  need  to  know"  from  their  own  ex- 
periences in  the  classroom.  It  is  surprising  that  they  should  feel  this 
way,  for  economists  usually  resent  a claim  by  non -economists  that  they 
can  pick  up  economics.  Most  teaching  economists,  it  turns  out,  are  anti- 
intellectual about  a major  part  of  their  assignment. ** 

Sometimes  economists  exclaim,  "Let  the  educators  tell  us  in 
simple  words  what  to  do  and  we  will  do  it."  They  forget  that  education, 
like  economics,  does  not  consist  merely  of  a list  of  definitions  and 
proverbs  hut  rather  requires  an  absorption  and  conscious  participation 
in  a complex  pattern  of  ideas,  values,  and  analysis. 

This  writer  can  confirm  from  his  own  experience  that  whatever  in- 
sights he  has  into  a conscious  use  of  educational  philosophy  and  psychol- 
ogy came  not  alone  from  an  interest  in  the  subjects  but  from  the  chance 
to  work  with  educators.  His  activities  with  the  Joint  Council  on  Eco- 
nomic Education  introduced  him  to  the  problems  of  economic  education  at 

^1  owe  this  keen  observation  to  Mrs.  Willard  L.  Thorp  who  made 
the  point  at  the  Grinnell  College  Conference  for  which  this  paper  was 
original 1y  written. 
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the  secondary  level.  He  actually  gave  a course  in  economics  in  a high 
school .5  In  addition,  he  has  just  completed  a study,  summarizing  two 
years  of  research,  entitled  Economics  and  the  Educational  Administrator.6 
Such  experiences  are  cited  only  to  support  the  view  that  one  must  work 
with  intent  and  consciousness  in  a field  really  to  comprehend  it.?  This 
bit  of  wisdom,  seemingly  obvious,  is  needed  by  professionals  who  must 
often  struggle  to  feel  and  grant  to  other  disciplines  the  sense  of  famil- 
iarity and  authenticity  they  have  about  their  own. 

The  point  has  been  raised  whether,  in  relating  educational  phi- 
losophy  and  psychology  to  economic  analysis,  one  is  not  merely  employing 
a rationalization  for  what  economists  already  are  doing.  To  an  extent 
any  teaching  or  analysis  necessarily  makes  use  of  philosophy  and  psychol- 
ogy, and  by  intuition  a gifted  person  may  make  a considerable  use  of 
them.  But,  again,  it  is  a question  of  the  quality  and  degree  of  employ- 
ment which  can  be  achieved  by  a more  conscious  and  insightful  application. 

SLovenstein,  Meno,  "What  a College  Professor  Learned  from  Teach- 
ing in  a Secondary  Srhnoi."  Iowa  Business  Digest,  Winter,  1957-  Special 
Issue  on  Economic  Education:  "The  Professor  Goes  to  High  School,  NEA 
Journal,  Dec.  1957* 

^College  of  Education,  Ohio  State  University,  Columbus,  1958. 

7 Some  of  the  writer1 s experiences  include  the  following: 
a An  exploratory  study  of  a child's  view  of  economics  to  deep- 
en appreciation  of  the  ability  of  kindergarten  and  elementary 
school  students  to  begin  to  acquire  basic  economic  concepts, 
b Consultation  with  the  Akron  Public  School  System  in  the  re- 
vision of  social  studies  curricula  in  the  ninth  and  twelfth 

grades.  .. 

c.  Interdisciplinary  graduate  seminars  held  with  the  College 
of  Education,  Ohio  State  University:  (l)  seminars  with 

graduate  students  in  the  teaching  of  the  social  studies; 

(2)  seminars  with  graduate  students  in  educational  admin is- 

t rat  ion. 


mw 
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Perhaps  part  of  the  suspicion  about  method  in  education  is  asso- 
ciated with  the  doubts  that  exist  in  general  about  methodology.  It  is 
rather  the  exception  when  economics  is  dealt  with  in  philosophic  terms. 
Even  within  the  discipline  of  economics,  questions  of  methodology  seem 

to  revive  mainly  when  the  subject  itself  appears  lost. 

Economists,  it  must  be  admitted,  are  not  philosophical.  If  they 
were,  words  like  content  and  method,  even  when  confined  to  the  discipline, 
would  not  be  as  distinct  as  many  believe  them  to  be.  The  use  and  selec- 
tion of  models  and  the  shifting  emphasis  between  micro  and  macro  illus- 
trate how  vague  the  distinction  between  content  and  method  can  become. 
Likewise  it  can  be  shown  that  it  is  not  meaningful  to  assign  the  word 
content  to  economics  and  method  to  education  as  though  they  were  abso- 

lutely  separable. 


These  prefatory  words  about  economics  and  education  are  not  in- 
tended  to  defend  the  particular  use  which  this  writer  has  made  of  educa. 
tional  philosophy  and  psychology  but  to  suggest  how  important  it  is  for 
economists  to  be  open-minded  about  the  value  of  these  disciplines  and 
aware  of  the  attitude  which  may  hinder  their  fullest  use. 


Economics:  Content  and  Method 

Before  the  relations  of  educational  philosophy  and  psychology  to 
economics  can  be  considered,  it  is  necessary  to  decide  what  is  the  sub- 
ject of  economics  which  one  seeks  to  communicate.  A serious  concern  about 
economic  education  must  revive  and  focus  upon  the  problem  of  scope  and 
method.  But,  even  more,  it  is  essential  to  be  sharply  aware  of  the  state 
of  the  discipline  itself-the  precise  nature  of  its  incompleteness  and 
the  specific  points  of  confusion  and  contradiction. 
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There  are  two  sources  of  confusion  and  incompleteness  which  make 
the  communication  of  economics  difficult.  One  lies  in  the  analysis 
itself;  the  second  lies  in  the  presentation  of  economics.  It  is  not  well 
enough  recognized  how  intricately  the  two  are  related.  Indeed,  a clear 
recognition  of  the  relationships  between  the  two  fundamental  blockages  is 
essential  to  formulating  a principles  course  which  attempts  to  present 
the  analysis  in  terms  of  the  state  of  the  analysis/' 

Once  the  relation  between  the  state  of  the  analysis  and  its  pre- 
sentation is  fully  appreciated,  content  and  method  are  seen  to  be  closely 
related,  if  not  synonymous.  Thus,  the  macro  analysis  is  a method  but 

likewise  it  is  content.  By  extension,  macro  analysis  as  a method  of  rea- 
soning is  intricately  related  to  the  demonstration  of  the  nature  and 

necessity  of  that  approach.  The  educational  process,  in  a word,  must  be 

correlated  with  the  analytical  process. t 

Now  where  can  one  turn  for  a summary  of  the  state  of  economic 
analysis  and  its  presentation  except  to  the  textbooks  and,  for  our  pur- 
poses, the  principles  texts?  No  critique  summarizing  the  texts  can  do 
equal  justice  to  all  of  them,  but  certain  common  features  can  be  de- 
scribed. Certainly  we  must  look  at  the  great  array  of  textbooks  and  not 
alone  at  the  best-sellers  or  at  those  which  modestly  proclaim  themselves 

O 

to  be  "modern"  surveys. 

''When  fully  understood,  the  principles  course  is  but  a special 
phase  of  the  relation  of  economic  analysis  and  pol icy. 

tin  fact,  if  both  are  given  wider  meanings,  it  can  be  argued  that 
they  are  the  same  process. 

^Since  teaching  economists  are  familiar  with  principles  texts, 
references  will  not  be  made  to  the  treatment  in  various  texts. 
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Each  text  announces  in  a preface  its  own  goals  and  objectives. 
These  vary,  of  course,  but  for  purposes  of  this  paper  textbooks  are  sub- 
mitted  to  a critique  in  terms  of  content  and  method,  stressing  three 
elements  which,  it  will  be  argued,  are  of  major  importance  in  the  presen- 
tation of  economic  analysis:  (a)  the  nature  of  economic  reasoning; 

(b)  the  organization  of  concepts;  and  (c)  emphasis.  These  three  areas 
ars  the  ones  where  educational  philosophy  and  psychology  can  be  most 
helpful.  Finally,  they  are  the  basis  for  the  experimental  course  in  the 

principles  at  Ohio  State  University. 

Nearly  all  texts  comment  briefly  on  methods  in  economics.  Bach's 
Economics  has  a chapter  entitled  "Straight  Thinking  in  Economics."  Rob- 
inson, Morton,  and  Calderwood  called  their  brief  survey  An  Introduction 
to  Economic  Reasoning.  Yet  it  is  highly  questionable  that  comments  on 
method  mean  very  much  unless  the  entire  text  makes  a conscious,  method- 
ical, and  continuous  demonstration  of  the  reasoning  process.  Moreover, 
the  use  of  logic  depends  on  the  conception  one  has  of  logic.  One  may, 
for  example,  state  that  scarcity  exists  and  then  make  certain  deductions. 
<n  doing  so,  a good  but  minimum  employment  of  logic  has  taken  place. 

But  the  logic  is  buried  in  the  concept,  and  its  implications  are  not 
proved  but  declared.  The  reasoning  is  not  exposed  and  the  process  of 
reasoning  has  not  been  exercised.  Workbooks  do  not  necessarily  train  the 
students  in  the  process  of  reasoning;  they  may  only  emphasize  the  recog- 
nition of  symbols  and  a degree  of  manipulation. 

The  fuller  use  of  logic  would  mean  a demonstration  of  the  nature 


and  the  necessity  of  the  concepts  themselves.  The  reasoning  process 
would  induce  an  unfolding  of  meanings,  each  one  compelling  in  turn  a 
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progressive  inquiry.  Thus  scarcity  would  not  be  a basic  definition  but 
the  result  of  a series  of  inquiries  becoming  continuously  more  definite. 

The  student  would  be  led  to  a rediscovery. 

The  beginning  of  inquiry  may  originate  in  an  experience,  but  the 
importance  for  analysis  and  pedagogy  is  that  the  exploration  itself  should 
become  an  experience.  The  primary  motivation,  as  shall  be  frequently 
argued  in  this  paper,  should  come  from  orientation  and  the  ability  to 
share  in  the  inquiry.  In  such  a process,  moreover,  the  student,  being 
involved  in  reasoning  which  he  can  follow,  accepts  abstraction  without 
being  intimidated.  Finally,  the  relation  of  analysis  to  policy  is  made 
clearer  to  the  student  because  he  has  already  been  made  conscious  of  rea- 
soning by  exfoliation.  Every  new  dimension  has  been  an  extension.  The 
consideration  of  vested  interests,  conflicts,  and  values  can  be  incorpo- 
rated into  the  reasoning  and  not  made  to  appear  as  irrational  contradic- 
tions of  assumptions  and  models.  Quite  often  the  economist  speaks  of 
his  concepts  as  "tools,"  and  seeks  to  show  how  specific  tools  can  be 
used.  But  elasticity,  marginal  rates,  and  the  like  are  not  specialized 
hardware;  they  are  inherent  and  integrated  elements  in  the  reasoning 
process. 

These  few  comments,  it  is  hoped,  are  enough  to  indicate  that  in 
the  textbooks,  and  hence  probably  in  the  classroom,  there  is  talk  about 
reasoning,  description  of  good  reasoning,  even  use  of  good  reasoning,  but 
in  the  presentation  of  the  analysis  the  student  is  not  involved  in  a con- 
tinuous and  clear  demonstration  of  the  reasoning  process.  As  a correc- 
tive, pragmatism  and  the  nature  of  inquiry  can  be  most  helpful . 


Economic  concepts  must  not  only  be  "discovered";  they  must  also 
be  organized.  The  organization  of  the  concepts  can  itself  be  a vital 
part  of  the  conceptualization  of  the  discipline,  a stimulant  to  effective 
reasoning  and  an  essential  element  in  the  retention  of  analysis. 

Perhaps  the  source  of  greatest  confusion  is  the  use  of  the  four 
economic  processes  (production,  exchange,  distribution,  and  consumption) 
as  the  skeleton  for  the  presentation  of  economics.  The  division  is 
either  used  explicitly  or  is  the  covert  design  for  the  presentation. 

Even  with  the  varying  emphasis  placed  on  national  income  analysis,  the 
practiced  eye  can  stili  see  the  classic  pattern  at  work,  especially  for 
the  coverage  of  micro-economics. 

Yet  this  fourfold  division  is  almost  meaningless  as  an  organiza- 
tion for  economic  concepts  and  equally  bad  as  pedagogy.  Under  the  ex- 
pressed or  implied  grouping  of  product  ion  are  covered  the  laws  of 
production,  legal  forms  of  organization,  monopoly  problems,  and  anti- 
trust legislation.  Frames  of  reference  constantly  shift,  and  topics  are 
introduced  before  backgrounds  for  interpretation  have  been  acquired  by 
the  student.  Hardly  comprehending  the  first  agglomeration,  the  student 
is  asked  to  consider  another— exchange.  Before  he  knows  the  need  for  the 
analysis  he  finds  himself  in  the  midst  of  supply  and  demand  curves  and 
market  structure.  Supposedly,  in  understanding  the  formation  of  prices, 
he  will  also — but  how? — understand  the  role  of  prices  and  the  price  mech- 
anism. He  is  told  about  imperfections  and  monopolistic  elements,  but 
most  of  these  are  better  illustrated  from  factor  markets,  which  come 


later  under  d i str ibut ion. 
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Usually  exchange  is  explained  by  illustrations  drawn  from  consumer 
markets;  yet  this  is  the  one  market  where  the  dynamics  of  prices  and 
their  roles  are  least  obvious  from  the  student's  own  experience.  More- 
over, the  process  of  exchange,  which  comes  close  to  summarizing  the  capi- 
talist system  and  is  by  its  nature  a complex  of  abstractions,  is  for  most 
students  made  even  more  difficult  by  the  use  of  "curves."  The  idea  of 
the  market  is  lost  in  the  effort  at  rigorous  demonstration. 

One  need  hardly  comment  on  the  state  of  distribution  theory,  but 
it  is  questionable  that  economists  fully  realize  the  impression  they 
leave  with  their  explanations.  The  hodge-podge  of  qualifications  haunted 
by  the  ghost  of  marginalism  leaves  most  students  as  bewildered  as  the 
teachers— or  is  that  the  intent?  As  for  consumption,  we  know  that  it  has 
remained  a residual  claimant.  In  so  far  as  it  is  an  interdisciplinary 
issue,  the  texts  fail  to  make  that  clear.  Assumed  to  be  a process,  it  is 
more  often  a synonym  for  policy.  In  both  the  distribution  and  consump- 
tion processes  there  is  confusion  and  incompleteness,  but  the  results 
would  be  less  objectionable  and  more  educational  if  the  demonstration  of 
economic  reasoning  had  prepared  the  student  to  be  specific  about  confu- 
sion and  incompleteness. 

Anyhow,  do  these  four  divisions  represent  the  organizing  concepts 
which  professional  economists  are  actually  using?  The  ordering  concepts 
of  practicing  economists  are  scarcity,  stability,  growth,  flow,  and  co- 
ordination. Sometimes  in  the  texts  these  categories  are  imposed  on  the 
old  divisions.  But  most  often  the  student  must  gather  that  there  are  two 
orders  of  organ izat ion— the  conventional  one  which  economists  use  when 
writing  textbooks  and  the  other  which  they  employ  themselves  at  the 
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professional  level.  Indeed,  graduate  work  in  economics  might  be  defined 
as  the  gradual  substitution  of  the  new  organization  for  the  one  in  the 
principles  course.  It  may  be  the  reason  why  principles  courses  are  clear 
to  the  instructor— he  is  using  contemporary  insights  to  teach  the  old 
divisions.  He  sees  the  light  but  the  student  does  not. 

Some  texts  have  chosen  to  organize  concepts  under  such  terms  as 
growth,  stability,  justice,  and  the  like.  Something  can  be  said  for  such 
groupings,  for  they  do  incorporate  into  the  organization  the  suggested 
usefulness  of  economics.  However,  such  topics  mingle  analysis  and  policy, 
sometimes  after  a preface  expressing  a pious  disavowal  of  suggesting 
policy  and  sometimes  with  a witticism  uttered  from  a position  of  prestige. 
A major  criticism  of  using  a topical  arrangement  under  headings  such  as 
growth  or  stability  is  that  it  is  then  necessary  to  draw  out  and  reorga- 
nize the  analysis  which  has  been  dispersed  through  these  new  groupings. 

In  both  the  old  fourfold  division  and  in  the  various  new  orders 
of  presentation  certain  topics  have  been  awkwardly  introduced.  Honey  is 
seldom  an  embarrassment,  except  to  economists,  and  only  when  they  teach 
it.  They  never  seem  to  be  sure  where  to  put  it.  Quite  often  it  is  intro- 
duced as  a part  of  exchange.  Aside  from  adding  yet  another  confusion  to 
exchange,  the  implication  is  that  money  is  neutral.  On  the  other  hand, 
if  money  and  banking  are  treated  as  part  of  income  determination,  it  is 
difficult  for  the  student  to  see  the  allocation  of  funds  by  the  price  sys- 
tem. The  emphasis,  moreover,  is  usually  on  commercial  banks.  While  un- 
derstandable, the  practice  distorts  the  significance  of  "other  financial 
institutions,"  the  relation  of  banking  to  business  and  public  finance, 
and  the  whole  notion  of  the  flow-of- funds. 
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International  trade,  which  should  be  a binding  force,  exists  in 
the  texts  in  virtual  isolation.  It  is  not  presented  as  a special  case  of 
value  theory  and  as  an  extension  of  the  flow  of  goods  and  services  and  of 
income.  Instead  its  specialized  terminology  obscures  the  basic  similar- 
ities to  domestic  trade.  Moreover,  by  failing  to  integrate  international 
trade  into  the  general  presentation,  texts  emphasize  the  provincial  ori- 
entation already  overwhelmingly  present  in  the  principles  course.  Even 
the  balance  of  payments  orientation  expresses  a mercant i 1 ist ic  approach. 
Perhaps  it  is  a revealing  indication  of  the  confusion  about  international 
economics  that  growth  or  development  economics  often  has  been  brought 
under  the  rubric  of  international  trade.  A knowledge  of  the  gold  mecha- 
nism is  hardly  an  adequate  introduction  to  India. 

In  summary,  it  must  be  obvious  that  the  conventional  ordering  of 
concepts  and  the  newer  patterns  are  both  inadequate.  Much  attention 
needs  to  be  given  to  the  intellectual  and  psychological  factors  involved 
in  the  organization  of  a body  of  thought.  Educational  philosophy  and 
gestalt  psychology  have  important  contributions  to  make. 

The  third  major  element  in  the  presentation  of  economics  is  em- 
phasis, It  is  obvious  that  emphasis  impl ies  selection,  but  it  is  not 
obvious  what  are  the  determinants  of  the  selection.  Although  teaching 
economists  are  constantly  modifying  their  emphases,  in  my  view  they  do 
not  seem  to  be  formally  aware  of  the  extent  that  educational  values  de- 
termine their  choices.  Questions  arise  about  the  extent  of  rigor  to  be 
used  in  the  demonstration  of  price  formation  or  in  the  explanation  of 
elasticity,  yet  in  all  of  these  instances  such  educational  criteria  as 
the  capacity  of  students,  the  lasting  quality  of  rigorous  analysis,  and 
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even  the  worth  of  such  precision  in  their  unprofessional  lives  dictate 
the  nature  and  quality  of  emphasis.  Mainly  these  choices  are  personal 
and  seemingly  arbitrary.  Yet  it  can  be  shown  that  educational  philoso- 
phy and  psychology  can  be  enormously  helpful  in  establishing  criteria 
for  selection. 

If  economists  were  to  become  more  aware  of  the  nature  of  selec- 
tion and  emphasis,  the  narration  of  economic  analysis  would  be  more  con- 
sistent and  integrated.  One  may  cite  a significant  list  of  unintegrated 
and  piecemeal  selections.  First  there  are  the  confusions  and  fuzzy  re- 
lations between  macro-  and  micro-economics.  The  relationships  are  not 
perfectly  understood,  yet  they  have  been  introduced  into  the  principles 
course  to  provide  a kind  of  twice-told  coverage.  The  Economic  Report, 
the  basic  economic  document  addressed  to  the  public,  is  almost  entirely 
a matter  of  macro-economics,  yet  most  principles  courses,  even  when  there 
is  a major  treatment  of  national  income  analysis,  are  still  fundamentally 

m i c ro-econom I c . 

One  may  cite,  as  a prime  example  of  the  use  of  selection  without 
continuity,  the  rigorous  introduction  of  price  formation  in  consumer  mar- 
kets under  the  process  of  exchange  and  the  virtual  abandonment  of  the 
"curves"  in  distribution  theory.  Perhaps  nothing  is  more  confusing  to 
students  in  the  first  place  than  the  introduction  of  the  curves,  but  af- 
ter struggl ing  through  them  they  find  that  they  are  rarely  used  to  ex- 
plain prices  in  factor  markets.  One  student  observed  about  the  tradi- 
tional presentation  that  in  economics  one  learns  something  in  the  first 
semester  (production  and  exchange)  which  one  is  told  to  forget  in  the 
second  semester  (distribution,  consumption,  policy). 
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Moreover,  the  price  theory  introduced  into  the  principles  course 
does  not  reflect  the  nature  of  such  theory  in  advanced  analysis.  Perhaps 
the  most  notorious  example  is  the  pious  presentation  of  the  bell -shaped 
curve  and  its  implications.  Flat-bottom  curves  are  seldom  drawn,  and 
surely  the  treatment  in  conventional  texts  would  be  fundamentally  modi- 
fied if  such  curves  were  regarded  as  the  model  ones.  All  in  all,  the 
presentation  results  in  a fraudulent  impression  of  certainty  about  price 

format  ion. 

The  elaborate  use  of  marginal  analysis  is  presented  as  a rational 
explanation  of  behavior  (demand,  allocation  of  resources)  and  then  dis- 
counted, if  not  nullified,  by  a complicated  analysis  of  imperfections 
and  monopolistic  elements,  yet  without  making  it  clear  how  little  of  the 
marginal  explanations  are  then  left.  A bias,  tantamount  to  a value  judg- 
ment, results  from  the  implied  standard  provided  by  marginalism.  Final- 
ly, it  is  seldom  honestly  shown  how  uncertain  are  the  foundations  of 
marginalism  nor  the  esentially  instrumental  nature  of  the  use  of  it. 

One  of  the  most  flagrant,  even  if  one  of  the  least  avoidable, 
distortions  arising  from  unexamined  emphasis  and  selection  is  the  con- 
fusion of  economic  principles  with  capitalist  institutions.  Texts  often 
pride  themselves  on  a subt itle--Economics : Principles  and  Institutions. 

The  fashion  now  is  to  call  the  text  The  American  Economy  or  something 
similar  which  compounds  the  loose  association  and  basic  confusion  of 
"theory"  and  "institutions"  by  making  institutions  an  adjective.  There 
might  be  an  analogy  in  economics  to  the  use  of  substantive  and  adjective 
in  the  law,  but  institutions  are  not  really  regarded  in  economics  as 
adjectives.  Some  fundamental  disorder  arises;  for  example,  the 


30 


definition  of  pure  and  perfect  competition,  which  is  a mixture  of  princi- 
ples (adjustability)  and  institutions  (competition).  Another  distortion 
is  the  typical  hazy  intermingling  of  monopoly  with  scale  of  enterprise. 
Finally,  by  not  being  aware  of  this  basic  confusion  of  mixing  principles 
and  institutions,  opportunity  is  missed  to  demonstrate  the  system  as  co- 
ordination and  also  to  provide  a clearer  basis  for  comparative  economics. 

Lack  of  awareness  about  the  educational  significance  of  emphasis 
also  affects  the  tone  of  presentation  and  very  likely  the  value  judgments 
offered  in  various  degrees  of  consciousness.  Even  though  it  is  fashion- 
able to  state  early  in  a principles  text  that  demarcations  exist  between 
analysis  and  policy,  the  manner  of  exposition,  the  declarative  statement, 
the  textbook  authoritarian  tone  about  fact  and  theory  leave  the  impres- 
sion that  unquestioned  fact  and  theory  do  exist. 

Greater  attention  to  educational  philosophy  and  psychology  could 
help  to  minimize  the  effects  of  such  discontinuities  and  distortions. 

When  they  do  occur,  additional  educational  value  could  be  derived  from 
being  specific  about  their  existence.  Educational  theory  cannot  bridge 
the  gaps  in  economic  analysis,  but  by  showing  the  value  of  being  con- 
scious about  gaps,  it  can  improve  the  quality  of  economic  reasoning.  In 
addition,  much  help  can  be  obtained  from  the  notion  of  "the  logic  of  the 
subject,"  and  from  the  concept  of  rhythmic  education,  both  of  which  will 
be  discussed  in  the  next  section. 

Guides  f rom  Educat ional  Philosophy  and  Psychology 

We  are  now  ready  to  consider  the  guides  which  educational  philos- 
ophy and  psychology  can  contribute  to  the  presentation  of  economic 
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analysis.  Economists  can  be  helped  with  a theory  of  learning,  with  a 
deeper  understanding  of  the  nature  of  a problem,  with  the  9a*n  be 
from  rhythmic  education,  and  with  a more  sophisticated  analysis  of  the 
structure  of  a body  of  ideas.  Economists  can  learn  to  be  more  insightful 
about  the  nature  and  use  of  experience  and  the  educational  complications 
of  dealing  in  the  abstractions  they  must  use. 

But  in  turning  to  educational  philosophy  and  psychology,  the 
warning  needs  to  be  repeated  that  one  should  not  expect  formulae  and  pre- 
scriptions. As  with  economics,  one  must  participate  fully  and  profes- 
sionally in  the  analysis  before  the  insights  can  be  acquired.  Many 
economists  will  have  read  "something"  of  Dewey  or  Whitehead  or  may  even 
as  students  have  been  in  their  classes.  But  it  is  one  thing  to  grant  the 
notions  of  other  discipl ines  equal  status  with  the  concepts  of  one's  own 
subject,  and  quite  another  to  give  all  ideas  wherever  they  may  be  housed 
equal  professional  understanding  and  use  with  the  treasured  ideas  and 
values  regarded  as  one's  very  own.  Recognition  of  philosophy  and  psy- 
chology inside  one's  thinking  is  not  the  same  as  neighborly  conversation 

with  them  over  a fence. 

But  having  admitted  philosophy  and  psychology  to  professional 
status,  in  terms  of  one's  own  discipl ine,  the  question  is,  which  philo- 
sophies shall  be  chosen  and  which  psychology  shall  be  used?  A choice  is 
obviously  necessary,  for  there  are  fundamental  differences  which  could  in 
turn  lead  to  very  different  integrations.  A philosophy  which  asserts 
that  eternal  principles  or  ideas  exist  could  serve  as  a basis  for  faith 
that  eternal  economic  ideas  can  be  detected  or  demonstrated.  A pragmatic 
philosophy,  as  shall  be  shown,  supports  quite  another  view.  In  the 
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choice  of  psychology,  a stimulus-response  explanation  of  learning  can  im- 
ply that  relationships  well-learned  in  a piecemeal  fashion  will  result  in 

comprehensive  insight  and  integration. 

A choice  must  then  be  made  among  the  philosophies  and  psychol- 
ogies. In  accepting  the  possibility  of  choice,  however,  one  is  already 
involved  in  a philosophy.  The  pragmatically-minded  will  likely  choose  a 
pragmatic  viewpoint.  The  danger  is  present  that  one’s  conclusions  are 
being  confirmed  by  rationalization.  But  there  are  non-personal  standards 

which  can  be  used. 

First,  if  a philosophy  is  chosen,  one  must  have  a sophisticated 
understanding  of  its  implications.  Thus,  if  pragmatism  is  selected,  it 
should  not  be  regarded  as  a crude  synonym  for  experience  or  for  trial  and 
error.  On  the  other  hand,  one  need  not  adopt  totally  such  a philosophy. 
The  knowledge  of  its  limitations  should  prevent  a complete  acceptance. 

Second,  certain  philosophies  do  represent  the  consensus  of  con- 
ceptualization and  evaluation  of  a broad  period  of  thought.  Dewey  or 
Whitehead,  or  indeed  any  other  philosopher,  cannot  be  said  to  express  all 
aspects  of  modern  philosophy,  but  they  do  respond  to  the  tenor  and  query 
of  the  times  and  they  do  have  close  affinities  with  most  of  modern  phi- 
losophical movements. 

Third,  certain  philosophies  and  psychologies  have  come  to  have 
wide  acceptance  and  prestige  in  particular  areas.  There  can  be  little 
doubt  about  the  influence  of  the  educational  writings  of  Dewey  and  White’ 
head.  Since  this  is  so,  using  them  does  at  least  provide  a commons  for 


discourse. 
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These  are  some  of  the  reasons  determining  my  choice  of  Dewey  and 
Whitehead  as  educational  philosophers  and  gestalt  psychology  as  the  basis 
for  learning.  My  use  of  them  is  selective  and  eclectic,  and  consequently 
my  applications  are  open  to  all  of  the  cautions  and  criticisms  offered  in 
the  previous  discussion  of  selection  and  emphasis. 

The  contributions  which  educational  philosophy  and  psychology  can 
make  will  be  considered  in  a threefold  division  corresponding  with  the 
schemata  used  in  the  critique  of  the  state  of  economic  analysis  and  pre- 
sentation. The  nature  of  economic  reasoning  will  be  assisted  by  guides 
from  the  concepts  of  pragmatism  and  the  nature  of  inquiry;  the  organi- 
zation of  concepts  by  contributions  of  logic  and  gestalt  psychology  in 
the  grouping  of  ideas;  emphasis  by  the  notion  of  the  logic  of  the  subject 
and  rhythmic  education.  It  will  be  argued,  moreover,  that  all  of  the 
contributions  drawn  from  educational  philosophy  and  psychology  constitute 
an  integrated  approach,  each  phase  being  necessarily  related  to  the  other. 

What  help  can  economists  obtain  from  pragmatism  and  the  nature 
of  inquiry  in  their  effort  to  teach  economic  reasoning?  We  will  turn  to 
Dewey  first,  for  he  has  made  two  basic  contributions  to  economic  edu- 
cat  ion--h  is  conceptions  of  learning  and  of  the  meaning  of  problem,.  We 
will  be  concerned  with  Dewey  the  logician,  and  only  incidentally  with 
him  as  a social  philosopher.  Our  focus  will  be  upon  his  Essays  in  Exper- 
imental Logic,  upon  his  Logic.  The  Theory  of  Inquiry  and  on  the  logi- 
cian's part  of  How  We  Th ink. 9 

9|t  is  commonly  recognized  that  many  educational  practices  and 
interpretations  are  distortions  of  Dewey's  thought.  In  Experience  and 
Education,  written  late  in  his  life,  he  sought  himself  to  correct  some 
of  these  misunderstandings.  Many  of  the  misinterpretations  arose  be- 
cause attention  was  paid  to  the  social  philosopher  to  the  neglect  of 
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First  we  must  understand  what  Dewey  means  by  the  nature  of  in- 
quiry. He  emphasized  the  close  relation,  if  not  identity,  between  common 
sense  and  scientific  inquiry.  For  him  the  process  of  inquiry  involved  in 
the  extension  of  knowledge  is  much  the  same,  in  content  and  procedure,  as 
the  learning  of  that  knowledge  by  students.  Learning  in  the  laboratory 
is  quite  similar  to  learning  in  the  classroom.^ 

The  notion  of  unfolding  exploration  is  a basic  principle  in 
Dewey--and  in  pragmatism.  It  is  called  the  principle  of  the  continuum  of 
inquiry,  meaning,  as  Dewey  states  it,  that  "the  conclusions  reached  in 
one  inquiry  become  means,  material  and  procedural,  of  carrying  on  further 
inquiries."^  Dewey  then  contends— and  I think  cons i stent ly— that  "the 
problem  that  then  arises  with  reference  to  the  relation  of  subject-matter 
to  form  seems  to  me  insoluble  except  on  the  ground  of  continuity  of 

nl2 

inqu i ry.1"4. 

From  this  line  of  reasoning  a most  important  lesson  can  be  drawn 

for  teaching  economic  reasoning,  and  was  of  very  great  influence  in  the 

construction  of  the  experimental  course  at  Ohio  State  University:  namely, 

that  in  the  order  and  manner  of  presentation  of  economic  ideas,  the 

Dewey's  philosophical  position  and  the  significance  of  his  logic.  Yet  it 
is  the  logic  of  inquiry  which  can  provide  a basis  for  economic  education 
by  showing  that  content  and  method  are  not  separable.  Economic  analysis 
and  pedagogy  can  be  unified  without  loss  to  either;  indeed,  with  mutual 
gain.  It  may  well  turn  out  that  the  logician  in  Dewey  'has  more  to  offer 
democracy  than  the  social  philosopher. 

l^Dewey,  John,  Logic:  The  Theory  of  Inquiry.  Holt,  Rinehart  and 

Winston,  New  York,  1 938»  p.  66. 

11 


Ibid. , p.  140. 
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student  should  be  involved  in  rediscovery  in  much  the  same  way  and  with 
the  same  framework  which  is  being  used  to  extend  economic  knowledge.  For 
example,  the  students  inquiry  into  the  concept  of  personal  savings  simu- 

lates  the  professional's  inquiry  about  the  concept  itself. 

The  notion  of  problem  and  problem-solving  is  associated  with 
Dewey  and  is  closely  allied  with  his  ideas  about  learning.  Perhaps  no 
term  has  been  used  more  freely  and  uncritically  in  education  than  £roJ>- 
lems.  Economists  also  use  the  term  without  being  sure  of  its  meaning. 

The  word  problem,  at  least  in  its  psychological  aspect,  seems  al- 
most a synonym  for  a crisis  or  predicament  which  the  individual  faces. 

He  must  try  to  solve  it.  As  Dewey  sees  it,  "The  nature  of  the  problem 
fixes  the  end  of  thought,  and  the  end  controls  the  process  of  thinking."13 
But  it  is  often  forgotten  that  Dewey  adds  much  later,  "We  know  what  the 
prnhlem  exactly  is  simultaneously  with  finding  a way  out  and  getting  it 
resolved."11*  Thus  the  idea  of  a problem  must  be  understood  not  just  as  a 
crisis  or  even  a solution  but  as  a series  in  the  process  of  inquiry. 

"The  determining  of  a genuine  problem,"  says  Dewey,  "is  a progressive  in- 
quiry."’5 It  represents  a progress  from  a sensed  difficulty  or  conflict 
through  a series  of  If-then  relationships  (means  and  consequences)  until 


a solution  is  reached. 

Understood  in  the  sense  that  Dewey  intended,  we  are  not  using  the 
term  correctly  when  we  speak  of  labor  problems  or  the  farm  problem.  In 
such  cases  we  are  usually  involved  in  a description  of  the  factors  which 
13Dewey,  John,  How  We  Think,  Heath,  Boston,  1933,  P.  15. 

,1*JJ>Id. , p.  108. 

^ Dewey i Log i c > p»  108. 
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seem  to  be  present  in  a situation,  not  in  a process  of  problem-solving. 
Likewise,  it  is  not  a problem  when  we  speak  of  the  problem  of  the  distri- 
bution of  income  or  of  the  transfer  problem.  Nor  is  the  so-called  Eco- 
nomic Problem,  in  the  Dewey  sense,  a problem,  for  it  is  stated  as  a 
conclusion  and  is  not  presented  as  a part  of  the  process  involved  in 
reaching  a conclusion.  But  it  is  possible  to  sense  the  existence  of  scar- 
city, of  the  flow  of  goods  and  services  and  income,  and  of  coordination, 
and  so  to  become  engaged  in  a "progressive  inquiry.11'  In  a word,  the  prob- 
lem consists  of  continuous  inquiry  into  basic  economic  situations;  that 
is  to  say,  economic  analysis  is  itself  the  problem. 

Dewey 1 s view  of  thinking  as  a continuing  process  has,  of  course, 

direct  application  to  education  (including  economic  education).  In 

Experience  and  Education,  he  gives  a prescription  with  regard  to  the  use 

of  ideas  which  goes  to  the  very  center  of  economic  reasoning: 

He  (the  educator)  must  constantly  regard  what  is  already  won  not  as 
fixed  possessions  but  as  an  agency  and  instrumentality  for  opening 
new  fields  which  make  new  demands  upon  existing  powers  of  observa- 
tion and  of  intelligent  use  of  memory.  Connectedness  in  growth 
must  be  his  constant  watchword.^ 

Once  Dewey's  meaning  is  fully  appreciated,  one  can  find  many  di- 
rect applications  for  the  presentation  of  economic  analysis  in  such  a way 
as  to  arouse  and  maintain  the  process  of  reasoning.  First  of  all,  there 
must  be  an  effort  to  sense  and  reach  for  a concept,  say,  scarcity.  Then 
inquiry  will  extend  its  dimensions  and  step  by  step,  always  step  by  step, 
the  students  will,  explore  the  ramifications  of  the  emerging  notion. 

l^Dewey,  John,  Experience  and  Education,  Macmillan,  New  York, 

1957,  p.  90. 
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Since  inquiry  is  common sen s icai , the  commonsens icai  quality  of 
first  inquiry  must  not  be  ove rwhe i med . The  text  or  the  instructor  must 
not  rush  in  with  an  eiaborate  declaration  of  all  the  meaning  which  can  be 
drawn.  One  should  not,  as  is  so  often  done  in  textbooks,  as  soon  as  the 
student's  interest  in  the  concept  of  scarcity  is  aroused,  drown  him  in  a 
tidal  wave  in  the  form  of  a one-chapter  summary  of  what  economics  is  all 

about. 

If  the  educational  significance  of  inquiry  is  understood  and  re- 
spected, the  students  will  become  interested  in  scarcity  as  a problem  and 
will  not  need  to  have  the  problem  dramatized  by  focusing  on  an  illustra- 
tion of  scarcity.  Scarcity  itself  will  be  the  problem  and  economic  anal- 
ysis itself  will  be  the  problem.  After  all,  what  we  want  is  to  get  them 
interested  in  the  analysis  directly!  An  appreciation  of  inquiry  makes 
that  possible. 

Mary  teaching  economists  will  contend  that  they  already  use  the 
process  o*  inquiry  without  calling  it  that.  That  may  be  so,  but  more 
likeiy  they  have  mistaken  the  formal  explanation  for  the  logic  of  inquiry 
and  the  declaration  of  relationships  for  the  rediscovery  of  them. 

We  may  now  consider  the  assistance  which  educational  philosophy 
and  psychology  can  give  to  the  organization  of  economic  concepts.  Is  it 
possible  to  have  guides  in  determining  the  logic  of  a discipline?  Bert- 
rand Russell,  in  Human  Knowledge,  particularly  in  the  section  on  "Postu- 
lates of  Scientific  Inference,"  states  five  postulates.  Each  of  them 
could  serve  as  a basis  for  examining  not  only  the  logic  of  economic 
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analysis  but  especially  the  presentation  of  economic  principles. 
They  are: 


(1)  The  postulate  of  quas i -permanence. 

(2)  The  postulate  of  separable  casual  lines. 

(3)  The  postulate  of  spatio-temporal  continuity  in  casual  lines. 

(4)  The  postulate  of  the  common  casual  origin  of  similar  struc- 
tures ranged  about  a center,  or,  more  simply,  the  structural 
postulate. 

(5)  The  postulate  of  analogy J 7 

The  fourth  and  fifth  postulates  are  significant  for  our  immediate 
purposes.  The  notion  of  occurrences  grouped  about  a center  is  closely 
related  to  the  concept  of  gestalt  and  offers  a guide  to  the  structural 
considerations  in  ordering,  and  reordering,  economic  ideas.  The  postu- 
late is  also  helpful  when  considering  the  word  content . We  need  to  ask 
ourselves  if  we  do  have  in  economics  similar  structures,  that  is,  con- 
cepts, principles,  and  institutions,  which  range  about  a center.  No 
automatic  rule  is  given  for  the  choice  of  the  center,  but  an  awareness 
is  created  by  a recognition  that  there  must  be  a center. 

Whitehead,  in  Adventures  of  Ideas,  also  treats  the  same  problem 
in  what  he  calls  "The  Grouping  of  Occasions."  He  makes  the  stimulating 
suggestion  of  regarding  the  grouping  as  a "society,"  in  which  the  class- 
name  "has  got  to  apply  to  each  member,  by  reason  of  genetic  derivation 
from  other  members  of  that  same  society"  (italics  mine)4^  As  abstract 
as  this  may  sound,  it  does  nonetheless  provide  economists  with  a lead  in 

^Russell,  Bertrand,  Human  Knowledge.  Simon  & Schuster,  New  York, 
1948,  p.  487. 
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^Whitehead,  Alfred  North,  Adventures  of  Ideas.  Mentor,  New  York, 
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their  effort  to  organize  economic  concepts,  nameiy,  we  must  ask  if  one 
concept  is  genetically  related  to  the  other  with  which  it  is  grouped. 

Will  production,  growth,  or  stability,  for  examples,  stand  this  test? 

Or  can  there  be  others-- perhaps  the  ones  described  later  in  the  experi- 
mental course  at  Ohio  State  University? 

The  fifth  postulate  of  Russell's  concerns  analogy.  In  economic 

analysis  and  in  its  presentation,  economists  have  not  usually  been  aware 
of  the  subtleties  and  often  necessities  of  fictions  and  analogies.  Eco- 
nomic models  quite  often  rest  upon— and  quite  often  fall  because  of— the 
uneasy  and  deceptive  nature  of  analogies.  Yet  notions  of  dymanics,  the 
price  mechanism,  the  flow  of  income,  and  the  like  have  become  postulates 

in  the  disci  pi ine. 

The  use  of  analogies  can  obviously  be  both  useful  and  misleading 
in  economic  analysis  and  in  the  presentation  of  the  analysis;  the  teacher 
must  be  as  much  aware  of  the  implications  of  the  analogy  as  such  as  he  is 
about  the  economics  expressed  in  the  analogy.  Yet  once  the  uses  and  lim- 
itations of  analogies,  metaphors,  and  fictions  are  appreciated,  they  can 
further  both  analysis  and  education.  They  facilitate  the  drawing  of  in- 
ferences. Morris  R.  Cohen,  in  his  A Preface  to  Logic,  has  a chapter  on 
"The  Logic  of  Fiction,"  in  which  he  states  that  "the  realm  of  valid  logi- 
cal inference  is,  therefore,  wider  than  the  realm  of  factual  existence."^ 

An  analogy  usually  consists  of  reference  to  a common  experience, 
so  by  extension  the  economist  must  consider  the  role  of  experience  in  the 
presentation  of  analysis.  Dewey  recognized  the  "need  for  a theory  of 

19cohen,  Morris  R.,  A Preface  to  Logic,  Holt,  Rinehart  and  Win- 
ston, New  York,  19^,  P-  82. 


experience, 11  and  cautioned  repeatedly  against  the  naive  use  of  experience 
in  education. For  the  economist,  the  recognition  of  significant  expe- 
rience as  a basis  for  the  organization  of  concepts  is  especially  challeng- 
ing, for  he  is  called  upon  both  in  his  analysis  and  in  his  presentation 
to  be  mindful  and  sophisticated  in  his  choice. 

While  postulates  of  structure,  analogy,  and  experience  are  essen- 
tial to  the  organization  of  concepts,  we  must  still  inquire  about  the 
nature  and  possibility  of  a system  which  can  organize  these  concepts. 
Surprisingly  little  literature  exists  on  the  notion  of  a system.  Eco- 
nomists pride  themselves  on  making  a systematic  analysis,  but  it  is  not 
clear  what  kind  of  system  they  have  in  mind.  It  appears  that  they  are 
speaking  primarily  of  an  economic  system—  itsel f not  def ined— which  sup- 
posedly serves  to  order  their  analysis  and  to  compose  the  presentation  of 
principles.  But  a system  of  analysis  is  not  the  same  as  an  economic  sys- 
tem. Morris  R.  Cohen,  in  An  Introduction  to  Logic  and  Scientific  Method, 
does  discuss  the  nature  of  a system  and  he  states: 

The  ideal  of  system  requires  that  the  propositions  asserted  to  be 
true  should  be  connected  without  the  introduction  of  furthei  pro- 
positions for  which  the  evidence  is  small  or  non-existent. 

Again  no  simple  definition  of  system  can  be  put  into  the  hands  of  eco- 
nomists, but  they  can  be  made  aware  that  the  stringing  of  concepts  along 
a line  of  least  resistance — for  example,  old  categories  or  new— does  not 
mean  systematic  treatment  either  for  analysis  or  for  teaching. 

Now,  the  guides  for  the  organization  of  concepts  have  until  now 
been  drawn  from  educational  philosophy.  Yet  structure,  analogy,  and 

20Dewey,  Experience  and  Education,  p.  13. 

21  Cohen,  Morris  R.  and  Nagel,  Ernest,  An  Introduction  to  Logic  and 
Scientific  Method,  Holt,  Rinehart  and  Winston,  New  York,  193^*  p.  395. 


experience  are  also  psychological,  and  they  can  be  shown  to  be  closely 
related  to  gestalt  psychology.  The  characteristics  of  gestalt  psychology 
are,  I assume,  familiar— the  emphasis  on  wholeness,  the  insight  into  pat- 
tern, and  so  on.  The  concept  of  deal ing  in  the  whole,  of  seeing  a design 
or  pattern,  makes  it  possible,  through  gestalt  psychology,  to  seek  out 
the  structural  elements,  the  analogies,  and  the  experiences  which  can  pro- 

vide  an  organization  of  ideas. 

A good  grouping  or  category  of  concepts  in  economics,  according 
to  the  guiding  principle  of  the  law  of  pragnanz,  should  be  "knapp,  und 
doch  vielsagend  (compact  but  significant)."22  In  other  words,  economists 
should  include  their  concepts  in  groupings  which  have  the  quality  of  pro- 
viding insight  into  a number  of  implied  relationships.  The  notion  of 
diminishing  returns  is  an  example,  but  the  idea  ought  to  be  more  inclu- 
sive and  central  in  the  analysis.  In  the  experimental  course,  this  writ- 

er  chose  scarcity,  flows,  and  systems. 

Gestalt  psychology  recognizes  four  laws  of  organization-similar- 
ity, proximity,  closure,  and  the  good  continuation.  The  last  two  can 
prove  especially  helpful  in  organizing  economic  concepts.  The  law  of 
closure  states  that  an  activity  seeks  an  end-situation;  that  is  to  say, 
there  is  expectation  that  a pattern  will  be  recognized  and  that  this  ex- 
pectation and  result  should  be  taken  into  account.  For  the  organization 
of  economic  concepts,  the  law  of  closure  indicates  that  the  concepts 
should  be  so  arranged  and  treated  that  there  are  strategic  end-situations 
or  points  of  integration  where  the  student  will  be  rewarded  with  a recog- 
nition of  pattern  or  form.  It  should  not  be  expected  that  he  would  "see" 


22|tilgard,  Ernest  R.,  Theories  of  Learn  ing,  Appleton-Century- 
Crofts,  New  York,  1 p.  182. 
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economics  but  that  he  would  be  motivated  to  that  end  by  recognizing 
wholes  within  the  analysis.  An  example  would  be  a recognition  of  scarci- 
ty and  economic  decisions  forming  a thinkable  unit. 

The  law  of  good  continuation  implies,  for  example,  that  a 
straight  line  will  continue  as  a straight  line.  Economists  may  ask  them- 
selves what  good  continuations  or  themes  run  through  economic  analysis  so 
that  the  student  will  recognize  the  good  continuations  and  even  project 
them  (and  note  the  close  relation  to  economic  reasoning  when  he  does). 
Economics  does  have  such  lines  of  good  continuation.  For  example,  the 
two  types  of  goods  (producer  and  consumer)  and  the  two  matching  streams 
of  income  (savings,  that  is,  invevestment,  and  spending)  run  through  the 
entire  analysis.  Likewise,  the  theme  of  the  four  buyers  (consumers, 
business,  foreigners,  and  government).  The  contribution  of  gestalt  psy- 
chology is  to  heighten  consciousness  with  regard  to  the  importance  of 
good  continuation. 

it  is  apparent  that  educational  philosophy  and  psychology  can 
make  many  helpful  contributions  to  the  organization  of  economic  concepts. 
We  must  inquire,  finally,  what  aid  they  can  give  in  the  matter  of  empha- 
sis and  selection. 

Again  we  may  turn  to  Dewey,  for  he  not  only  explored  the  general 
nature  of  inquiry,  he  also  recognized  the  nature  of  inquiry  within  a 
particular  discipline.  He  argued  that  ' jical  forms  accrue  to  subject- 
matter  when  the  latter  is  subjected  to  inquiry."23  That  is  to  say,  a 
logic  pertinent  to  the  subject  emerges  in  the  processes  of  inquiry. 
23Dewey,  Logic*  p.  101, 


Dewey  makes  it  quite  clear  that  there  are  "distinctive  standard  concepts 

established  for  each  discipline." 

Now,  if  economics  as  a discipline  has  a logic  of  its  own,  it  fol- 
lows that  the  presentation  should  be  made  in  some  meaningful  and  testable 
order.  Moreover,  if  such  a particular  logic  exists  for  the  subject,  it 
should  be  possible  to  relate  the  major  concepts  in  the  logical  order 
without  impairing  its  continuity  and  consistency.  Emphasis  and  selection 
then  should  be  made  with  a view  to  the  logic  of  the  subject.  In  the  ex- 
perimental course  the  major  concepts  of  scarcity,  flows,  and  systems  are 
accepted  to  be  the  components,  and  in  that  order,  of  the  logic  of  eco- 

nomics. 


Whitehead  .does  not  attempt  to  relate  the  demands  of  logic  and 

pedagogy  in  helping  to  define  the  content  of  a subject,  but  he  does  give 

some  meaningful  prescriptions  for  the  selection  of  basic  concepts: 

The  best  education  is  to  be  found  in  gaining  the  utmost  information 
from  the  simplest  apparatus. 

Keep  the  theoretical  exposition  short  and  simple,  but  let  it  be 
strict  and  rigid  so  far  as  it  goes. 

Every  proposition  not  absolutely  necessary  to  exhibit  the  main 
connection  of  ideas  should  be  cut  out,  but  the  great  fundamental 
ideas  should  be  all  there. 

Let  the  main  ideas  which  are  introduced  be  few  and  ujiportant, 
let  them  be  thrown  into  every  combination  possible. 

In  Science  and  the  Modern  World,  Whitehead  contends  that  each 

object  has  "its  mode  of  ingression"  into  every  other  object.  His  phrase 

“relational  essence"  should  prompt  economists  seeking  to  organize 

2^Wh itehead,  Alfred  North,  The  Aims  of  Education,  Mentor,  New 
York,  19^9,  P*  29> 
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economic  concepts  to  view  each  of  them  in  terms  of  its  relational  essence 
to  other  economic  concepts. 

These  observations,  helpful  as  they  are,  still  do  not  provide  a 
means  of  relating  the  grouping  of  concepts,  assuming  them  to  be  particu- 
lar for  each  subject,  to  the  effective  presentation  of  these  units  of 
analysis  or  gestalts.  But  Whitehead  in  The  Aims  of  Education  has  offered 
a most  stimulating  suggestion  for  relating  the  thinking  process  to  the 
educational.  He  calls  his  conception  "The  Rhythm  of  Education,"  which  he 
defines  as  follows: 

The  principle  is  merely  this— that  different  subjects  and  modes 
of  study  should  be  undertaken  by  pupils  at  fitting  times  when  they 
have  reached  the  proper  stage  of  mental  development.26 

He  then  gives  the  stages  which  he  thinks  are  involved  in  rhythmic  educa- 
tion: 

Lack  of  attention  to  the  rhythm  and  character  of  mental  growth  is 
a main  source  of  wooden  futility  in  education.  I think  that  Hegel 
was  right  when  he  analyzed  progress  into  three  stages,  which  he 
called  Thesis,  Antithesis,  and  Synthesis;  though  for  the  purpose  of 
the  appl ication  of  his  idea  to  educational  theory  I do  not  think 
that  the  names  he  gave  are  very  happily  suggestive.  In  relation  to 
intellectual  progress  I would  term  them,  the  stage  of  romance,  the 
stage  of  precision,  and  the  stage  of  generalization.26 

The  concept  of  rhythm  is  conceived  of  as  cyclic  processes: 

Education  should  consist  in  a continual  repetition  of  such  cycles. 
Each  lesson  in  its  minor  way  should  form  an  eddy  cycle  issuing  in 
its  own  subordinate  process.  Longer  periods  should  issue  in  defi- 
nite attainments,  which  then  form  the  starting-grounds  for  fresh 
cycles.  We  should  banish  the  idea  of  a mythical,  far-off  end  of 
educat ion.2? 

25 Ibid. , p.  27 

26lbid.,  p.  29. 

27 Ibid.,  p.  31. 
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Whitehead  applies  the  cyclic  process  to  the  introduction  of  the 
various  phases  of  education.  One  begins  with  the  stage  of  romance  in  one 
phase  of  education,  say  language,  and  moves  on  to  the  stage  of  precision. 
During  the  stage  of  precision  for  language,  the  student  enters  the  stage 
of  romance  about  science.  Education  becomes  a pattern  of  overlapping  se- 
quences . 

Whitehead's  conception  of  rhythmic  education  can  be  modified  so 
that  during  a principles  course  there  would  be  the  overlapping  pattern  of 
Whitehead's  three  stages.  In  the  experimental  course,  having  arrived  at 
three  gestalts,  the  first  (scarcity)  is  carried  from  the  stage  of  romance 
to  the  stage  of  precision,  then  the  second  (flows)  is  begun  at  the  stage 
of  romance  and  relies  on  the  precision  arrived  at  in  the  previous  gestae, 

and  so  on. 

Whether  a principles  course  follows  Whitehead's  suggestion  or  not, 
his  conception  of  overlapping  development  can  be  of  very  great  assistance. 
It  provides  insights  and  new  dimensions  to  the  task  of  emphasis  and  se- 
lection. In  the  experimental  course  it  offered  a meaningful  way  of  re- 
lating micro-  and  macro-analysis  and  accumulating  orientation  for  the 
final  section  on  coordination.  There  are  many  other  contributions  which 

learning  theory  could  make. 

The  Experimental  Course  in  the  Principles 
The  experimental  course  in  the  principles  represents  a deliberate 
and  full  use  of  educational  philosophy  and  psychology  addressed  to  three 
objectives:  (a)  the  demonstration  of  economic  reasoning;  (b)  the  educa- 

tionally meaningful  grouping  of  economic  concepts;  (c)  the  use  of  the 


logic  of  economics  and  rhythmic  education  as  a basis  for  selection  and 
emphasis.  These  are  the  same  three  categories  employed  in  the  critique 
of  the  state  of  economic  analysis  and  also  in  the  section  on  guides  from 
educational  philosophy  and  psychology. 

Let  us  first  consider  the  objective  of  demonstrating  economic 
reasoning.  The  general  orientation  of  the  course  is  that  of  the  logic  of 
inquiry.  It  assumes  a close  relation,  if  not  identity,  between  common 
sense  and  scientific  inquiry,  between  man's  original  learning  and  the  pro- 
cess of  re- learning.  Economic  analysis  is  explored  step  by  step  as  a 
process  of  discovery. 

Continuous  emphasis  is  placed  on  the  1 inkage  of  each  idea  to  the 
next.  Not  only  is  the  linkage  explained,  but  the  fact  and  necessity  of 
linkage  is  itself  explained  and  emphasized.  Moreover,  the  discussion  of 
the  idea  leading  to  the  linkage  is  shown  to  require  a progressive  inquiry, 
and  the  progressive  inquiry  is  itself  explained  and  underlined.  The  "re- 
lational essence"  is  sought  in  common  sense,  in  analogy  and  with  a mind 

to  the  gestalt  of  which  it  is  a part. 

As  the  concept,  say,  of  scarcity  emerges,  it  in  itself  becomes 
the  problem  and  a fuller  understanding  of  its  nature  and  implications  be- 
comes the  problem-solving.  Thus  the  student  is  directed  at  analysis 
itself.  The  students  become  interested  because  familiar  experiences  are 
now  seen  with  new  meanings.  Because  of  the  technique  of  conscious  link- 
age and  continuous  review,  student  motivation  arises  from  comfort  and 

i 

orientation,  not  merely  from  vicarious  interest-catching  illustrations. 

The  learning  is,  of  course,  directed  but  it  is  not  declared  and 
not  dictated.  The  method  may  be  discussion  or  lecture  or  both,  but  in 
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any  case  the  important  consideration  is  the  conception  of  presentation. 

An  instructor  mindful  of  the  logical -pedagogical  nature  of  his  approach 
will  find  modified  his  use  of  language  and  his  emphasis  on  connective- 
ness and  will  sharpen  and  subtilize  his  insight  into  students'  misunder- 
standings. 

These  comments  on  the  method  of  training  in  economic  reasoning 
will  be  more  meaningful  when  the  course  is  outlined  below. 

We  next  appraise  the  experimental  course  in  terms  of  the  educa- 
tionally meaningful  grouping  of  economic  concepts.  The  problem  which 
emerges  during  the  process  of  inquiry  will  constitute  three  families  of 
ideas:  (a)  scarcity  (including  economic  decisions);  (b)  flows  (of  goods 

and  services  and  of  income);  (c)  and  systems  (coordination  of  decisions 
and  flows).  These  three  families  of  ideas  are  gestalts.  They  could  be 
given  different  names  and  some  economists  might  want  to  choose  others, 
but  these  were  chosen  as  approximating  the  qualities  of  good  gestalts. 

It  happens  that  these  three  gestalts  are  also  those  which  are  the  work- 
ing centers  for  professional  economists. 

The  use  of  these  gestalts  enabl  s the  student  also  to  keep  in 

view  the  end-situation  and  be  rewarded,  thus,  by  seeing  how  each  new 
dimension  yields  a fuller  understanding  of  scarcity,  flows,  or  systems. 

We  are  using  the  law  of  closure.  Likewise,  in  following  the  gestalt  psy- 
chology there  is  a very  conscious  use  of  the  good  continuation.  Themes 
which  run  through  economic  analysis  are  specifically  emphasized-choice, 
adjustability,  producer  and  consumer  goods,  four  buyers,  and  so  on.  The 
dwelling  on  continuity  is  also  an  enormous  stimulant  to  economic  reason- 
ing. Moreover,  since  the  gestalts  have  familiar  connotations,  the 
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grouping  tends  to  facilitate  reasoning  and  improve  retention.  Finally, 
under  these  groups  it  has  been  possible  to  integrate  money  and  banking, 
international  trade,  the  role  of  government,  and  comparative  economic 
systems  more  effectively  because  the  order  of  presentation  made  places 
for  them. 

Our  third  objective  was  the  use  of  the  logic  of  economics  and 
rhythmic  education  as  a basis  for  selection  and  emphasis.  The  three 
families  of  ideas,  or  gestalts,  are  arranged  according  to  the  principle 
of  the  logic  of  the  subject.  First  we  must  accept  that  scarcity,  flows, 
and  systems  are  the  essential  components  of  the  discipline.  We  are  then 
free  to  inquire  if  the  logic  of  the  subject  also  suggests  an  order  in 
which  these  should  be  taken  up.  The  correctness  of  considering  scarcity 
first,  then  flows,  and  finally  systems  depends  upon  an  appreciation  of 
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the  topics  included  under  each  gestalt;  these  details  will  be  given  in 

l 

the  outline  to  follow.  There  is  a kind  of  immediate  common  sense  in  dis- 
cussing scarcity  first,  though  it  could  be  argued  that  flows  might  be 
considered  first  and  then  scarcity.  But  this  debate  does  not  deny  that 
economics  has  a logic  of  its  own;  it  merely  suggests  that  there  are 
choices  in  the  ordering  of  content. 

Having  chosen  to  begin  with  scarcity,  the  analysis  is  introduced 
at  the  stage  of  romance  and  carried  to  the  stage  of  precision.  The  out- 
1 ine  below  will  indicate  what  these  applications  mean.  Then  the  second 
family  of  ideas,  flows,  is  introduced  at  the  stage  of  romance,  and  is 
helped  by  the  first  family  of  ideas,  scarcity,  now  at  the  stage  of  pre- 
cision. The  third  family  is  introduced  at  the  stage  of  romance,  and  the 
two  previous  families  of  ideas  move  to  the  stage  of  generalization  as 
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the  third  family  also  arrives  at  precision  and  generalization.  The  cumu 
lative  effect  of  the  generalization  is  to  make  the  nature  of  the  coordi- 
nation meaningful  not  only  in  itself  but  in  relation  to  a full  real iza- 

tion  of  what  scarcity  and  flows  mean. 

The  objectives  of  the  experimental  course  can  be  made  more 

concrete  by  an  outline,  necessarily  omitting  details,  but  showing  the 

topics  considered  and  how  they  are  presented. 

The  course  opens  with  a review  of  the  subjects  which  students 

have  taken.  Through  inquiry  they  discover  that  these  subjects  are  in 
fact  problem-areas.  They  come  to  realize  that  there  are  problem-areas 
which  have  been  touched  upon  very  lightly,  unknowingly,  or  not  at  all. 

By  leadership  in  selective  experience,  they  "discover"  scarcity.  It  is 

the  beginning  of  the  first  gestalt  or  family  of  ideas. 

We  then  explore  what  the  term  really  means,  thus  being  led  to 
understand  what  wants  are,  what  satisfies  them,  what  goods  and  services 
are  made  of,  and  what  is  meant  by  the  factors  of  production.  This  seem- 
ingly familiar  introduction  is  made  personal  by  the  nature  of  the  explor- 
ation. Many  economists,  bored  by  the  apparent  simplicity  of  the  notion, 
are  tempted  simply  to  declare  it  is  so  and  move  on.  But  they  miss  the 
chance  to  create  the  attitude  of  discovery  about  the  already  familiar. 

Now  faced  with  a situation  of  scarcity,  what  then?  It  becomes 
clear  that  decisions  must  be  made.  But  note,  the  recognition  of  the  need 
for  decisions  arises  from  common  sense  and  not  from  the  impress. on  that 
decisions  are  peculiar  to  economics.  Even  as  the  discussion  or  lecture 
moves  on  to  inquire  as  to  the  first  decision-what  to  produce  and  in  what 
o rde r— common  sense  is  paralleling  scientific  inquiry.  Right  at  the 
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beginning  comes  the  emphasis  on  the  good  continuat ions— choice,  mecha- 
nisms for  choice  (the  dollar  vote  and  the  ballot  vote),  producer  and 
consumer  goods.  But  these  are  not  asserted  as  economic  concepts.  They 
are  adduced  from  common  sense.  When  next  we  come  to  consider  that 
choices  mean  the  allocation  of  resources,  the  link  is  established  at  the 
level  of  common  sense.  Even  the  good  continuation  of  mobility  of  the 
factors  of  production  providing  adjustability  can  be  drawn  from  “just 
thinking.11  The  results  are  creative,  not  didactic.  We  are  moved  to  the 

V 

third  commonsens ical  decision— how  can  scarce  factors  be  made  to  go  as 
far  as  poss ible?— and  are  surprised  to  discover  that  this  assimilated 
piece  of  obvious  wisdom  has  a name— eff iciency.  We  then  inquire  about 
the  sources  of  efficiency.  But  then,  having  created  the  good.*  and  ser- 
vices, we  are  compelled  to  ask  how  it  is  divided.  We  are  thus  moved  to 
our  fourth  decision — the  distribution  of  the  product  or  of  income. 

In  discussing  each  of  these  decisions  the  students  draw  on  their 
experiences.  No  effort  is  made  to  be  precise  about  the  market  mechanisms 
nor  the  structure  of  markets.  The  entire  introduction  is  allowed  to 
develop  out  of  exploration.  Students  are  expected  to  read  their  text  for 
helpful  facts,  but  the  spirit  is  one  of  recapitulated  discovery,  of 
reasoning  about  scarcity  and  its  implications;  in  a word,  they  are  en- 
gaged in  economic  reasoning  at  the  most  obvious  and  natural  level. 

The  first  gestalt  has  just  been  completed.  Scarcity  has  been 
analyzed  by  regarding  its  unfolding  meanings.  The  idea  of  scarcity  has 
been  carried  to  the  point  of  precision  but  not  to  generalization.  Next 
we  1 ink  the  whole  gestalt  to  the  next  by  showing  that  human  activity  is 
continuous  until  modified  by  decision.  (Note:  dynamics  used  as  an 
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analogy  but  with  special  awareness  which  heightens  its  educational  value.) 
We  glimpse  how  each  decision  will  in  general  (stage  of  romance)  affect 
the  flow  of  goods  and  services  and  the  flow  of  income. 

The  familiar  experience  of  continuous  activity  (employment)  leads 
to  the  notion  of  flows.  We  begin  with  a simple  circle  of  flows,  then 
identify  in  the  concept  of  flows  the  four  economic  processes,  and  finally 
see  how  the  national  income  analysis  amplifies  the  conception  of  flows. 

It  is  important  to  recognize  here  how  the  conception  of  flows  has  been 
brought  along  from  the  simplest  commonsens ical  notion  to  the  complex 
national  income  data. 

Students  on  their  own  understand  that  the  flow  has  size  and  so 
are  inquisitive  about  causes  of  the  change  in  magnitude.  Then  we  ex- 
amine the  composition  of  the  flows  but  only  after  inquiry  has  led  us  to 
speculate  that  the  flows  might  have  a composition  which  could  help  ex- 
plain changes.  Again  the  good  continuation  reappears,  for  we  not  only 
recognize  two  types  of  goods  for  four  buyers,  we  recall  also  the  problem 
of  choices. 

In  our  inquiries  we  come  to  realize  that  the  flow  of  income  is 
not  a closed  system.  We  have  not  only  discovered  the  role  of  financial 
institutions  (which  we  explore  further)  but  have  acquired  a philosophical 
or  methodological  d imens ion--the  closed  system.  Both  the  monetary  and 
methodological  elements  are  emphasized. 

We  are  now  surprised  to  realize  that  the  flow  is  actually  a chain 
of  exchanges,  so  we  begin  to  see  more  clearly  the  need  for  money.  Then 
we  are  ready  to  ask  about  the  kinds  of  money,  the  sorts  of  financial  in- 
stitutions, and  the  control  of  the  money  supply.  Now  all  at  once  it 


52 


dawns  on  us  that  we  have  been  considering  the  factors  which  can  determine 
income.  We  naturally  want  to  know  more  about  what  can  influence  incomes. 

Now  an  interesting  development  occurs,  it  has  become  quite  clear 
that  economic  activity  is  a flow  involving  payment.  The  gestalt  makes  it 
fairly  easy  to  see  international  trade  as  a special  case  of  flows  and, 
because  of  differences  in  currency,  a special  case  of  payment. 

Our  second  family  of  ideas  has  been  carried  to  the  stage  of  pre- 
cision, aided  by  the  precision  arrived  at  in  the  first  family  of  ideas. 

In  each  family  of  ideas,  the  completion  of  the  gestalt  satisfies  the  law 

of  closure. 

The  students  having  reached  the  stage  of  precision  about  scarcity 
and  flows  are  ready  to  infer  the  third  gestalt,  that  is,  coordination 
(systems).  We  link  the  first  and  second  family  of  ideas  to  the  third  by 
coming  to  understand  that  we  live  under  a number  of  systems:  political, 

social,  religious,  and  economic.  We  seek  a common  factor  among  them  and 
find  that  each  seeks  to  condition  behavior  for  the  attainment  of  certain 
goals.  We  can  anticipate-because  of  the  postulate  of  structure-that 

there  must  be  such  basic  institutions  for  capitalism. 

We  are  now  prepared  to  explore  the  third  family  of  ideas,  sys- 
tems. The  basic  institutions  of  capitalism  have  been  either  realized  or 
suggested  by  the  precision  reached  in  the  discussion  of  scarcity  and 
flows.  The  students  already  know  a good  deal  about  producers  and  con- 
sumers, private  property,  markets,  and  competition  Next,  then,  we  can 
consider  markets,  decisions,  and  flows,  for  which  we  have  been  made  ready 
by  understanding  the  relation  of  decisions  to  flows.  We  ask  how  markets 
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differ,  how  they  are  classified,  and  what  effects  each  type  of  market 

will  have  on  decisions  and  flows. 

Before  we  can  fully  understand  decisions,  we  must  ask  who  is  the 
organizing  decision-maker,  so  we  explore  the  entrepreneur  (legal  form, 
size,  monopoly,  and  so  on).  Having  done  so,  we  are  prepared  to  see  the 
situation  in  which  the  decision  is  made,  which  means  exploration  into  the 
meaning  of  supply  and  demand.  Everybody  knows  already  that  these  are  re- 
lated, but  now  they  have  the  orientation  to  seek  to  understand  how  they 
are  related  and  what  the  relation  means.  We  study  market  prices  with 
some  interest  no w,  seeking  to  discover  how  they  are  formed  and  their  re- 
lation to  decisions  and  flows.  But  we  know  that  the  market  is  made  up  of 
individual  decision-makers,  so  we  are  motivated  to  look  into  the  decision 
of  the  firm. 

The  instrumental  view  of  price  theory  leads  naturally  into  an 
investigation  of  other  forces  determining  prices — business  and  government 
administered  prices,  collective  bargaining,  and  the  significance  of  the 
redistribution  of  income.  Now  we  have  the  background  to  look  at  the 
prices  for  the  factors  of  production  not  merely  as  special  kinds  of  mar- 
kets or  even  as  primary  determinants  of  income  distribution.  The  gestalt 
of  coordination  has  added  new  meaning  to  these  prices,  for  they  are  seen 
as  part  of  a system.  There  is  a unity  which  is  never  satisfactorily  pro- 
vided alone  by  assuming  a common  role  for  marginalism  offset  by  imper- 
fections. 

The  role  of  government  is  a troublesome  one  to  integrate  into 
economic  analysis,  but  the  order  and  manner  of  presentation  in  this  ex- 
perimental course  helps  to  make  its  position  more  meaningful.  First  of 
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all>  since  the  problem  approach  has  shown  the  social  nature  of  decisions, 
flows,  and  coordination,  government  is  not  left  in  some  isolated  way  to 
bear  the  burden  of  being  "society."  From  the  viewpoint  of  economic  anal- 
ysis, the  gestalts  of  scarcity,  flowii,  and  systems  make  it  easier  for  the 
students  to  see  government's  role  as  related  to  decisions  and  flows.  An 
explanation  of  intervention  is  facilitated  because  it  can  be  shown  that 
government  intervention  is  either  in  the  machinery  for  decision-making 
or  in  the  effects  (flows). 

We  have  already  commented  on  the  fact  that  focusing  on  basic 
problems  (scarcity,  flows,  and  coordination)  makes  it  easier  to  find  a 
place  for  comparative  economics.  Students  are  best  helped  to  compare 
other  systems  if  they  are  sufficiently  oriented  about  their  own.  It  is 
argued  that,  with  the  approach  used  in  the  experimental  course,  they  have 
been.  But  more  important,  from  the  view  of  specific  advantage  in  the 
presentation,  they  have  been  able  to  see  scarcity  and  decision  and  flows 
as  economic  problems  separable  from  the  problem  of  coordination.  They 
are  to  that  extent  less  institution-blinded  in  their  comparative  eco- 
nomics, for  they  have  been  shown  coordination  as  separably  as  possible  in 
terms  of  capitalist  coordination. 

This  summary  fairly  well  reflects  the  content  of  the  course  as  it 
is  closely  related  to  the  method  of  presentation.  The  "big  ideas"  pre- 
sented in  an  unfolding  pattern  and  grouped  into  gestalts  is  exactly  what 
the  students  themselves  are  able  to  reproduce.  They  can  follow  the  story! 

To  help  them  learn  how  to  arrive  at  a notion  and  explore  its  im- 
plications, they  are  required  to  write  a full  summary  of  the  course, 
stating  each  notion  and  linking  it  to  the  next.  We  call  their  summaries 
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the  Big  Idea  Book.  As  the  course  develops  I write  on  the  board  each  ma- 
jor concept  and  its  implications.  Then  from  the  classroom  notes  and  from 
their  text  and  reading  they  compose  their  own  summaries.  But  it  is  ques- 
tionable that  such  a device  would  help  unless  the  course  had  been  devised 
with  the  guides  afforded  by  educational  philosophy  and  psychology. 

A number  of  other  educational  values  have  been  explored.  The 
course  has  been  offered  both  in  one  quarter  and  in  two  in  order  to  deter- 
mine whether  the  extent  of  time  made  any  difference  in  the  degree  of  com- 
prehension. In  the  two-quarter  course,  all  the  educational  data  which 
the  university  had  for  each  student  was  brought  together.  Each  student 
had  an  elaborate  interview,  and  in  cooperation  with  the  Counseling  and 
Testing  Service  the  students  were  submitted  to  a test  on  social  attitudes 
and  one  designed  to  determine  types  of  personality  and  their  possible  in- 
fluence on  the  learning  of  economics.  The  data  are  still  in  the  process 
of  analysis. 

The  students  in  all  of  the  experimental  classes  were  merely  those 
who  were  taking  economics.  The  text  had  already  been  chosen  and  could 
not  be  modified.  It  was  necessary  to  rearrange  the  chapters  to  follow 
the  order  of  presentation,  an  arrangement  which  was  far  from  satisfactory. 
A text  written  to  follow  the  experimental  order  would  have  been  tremen- 
dously more  effective.  I would  have  preferred  that  the  students  could 
have  done  an  appreciable  amount  of  extra  reading;  but  as  it  turned  out, 
their  resources  being  only  their  own  capacities  and  interests  and  an 
inadequate  text,  I was  better  able  to  explore  the  worth  of  the  experi- 
mental approach. 
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In  summary,  the  purpose  of  this  paper  is  not  to  prove  that  educa- 
tional philosophy  and  psychology  combined  to  produce  the  perfect  course 
in  the  principles.  Rather  it  is  my  hope  I have  shown  that  with  such  help 
economic  education  can  be  vastly  improved. 


Note  by  Mono  Lovenstein.  The  motivation  of  students  arises  from 
being  able  to  follow,  step  by  step,  how  one  economic  notion  leads  to  the 

next,  in  a continuous  unfolding  of  analysis. 

This  conception  of  motivation  rests,  first  of  all,  on  an  under- 
standing and  use  of  pragmatism,  that  is,  that  each  idea  arises  from  a 
fuller  understanding  of  a previous  notion,  and  in  turn,  compels  the  stu- 
dent to  explore  the  further  implications. 

Emphasis,  however,  is  placed  not  only  on  the  linkage  of  ideas  but 

on  a constant  review  of  the  emerging  pattern  of  ideas. 

Attention  to  motivation  arising  from  reasoning  requires  a mean- 
ingful re-ordering  of  economic  concepts  to  facilitate  the  process.  There- 
fore, much  attention  is  given  in  the  experiment  to  the  order  of  learning. 
The  re-ordering  is  determined  both  by  the  logic  of  economics  (recognizing 
specifically  the  gaps  and  confusions  which  obscure  the  logic)  and  by 

educational  values  (specifically,  learning  theory). 

In  the  re-ordering  of  economic  concepts,  much  help  can  be  obtain- 
ed from  gestalt  psychology.  (Gestalt  psychology  asserts  that  thinking 
takes  place  by  recognizing  forms  and  patterns.)  The  concept  of  gestalt 
helps  to  provide  the  basis  for  meaningful  groupings  of  economic  notions. 
In  the  experiment,  the  groupings  of  scarcity,  flows,  and  systems  help 
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the  student  not  only  to  follow  the  linkage  of  individual  notions  but  also 
the  links  between  groupings. 

Gestalt  psychology  also  provides  insight  into  the  value  of  themes 
which  run  through  economic  analysis  and  thus  provides  unifying  elements 
in  the  analysis. 

In  summary,  the  use  of  educational  philosophy  and  psychology  is 
to  focus  on  an  integrated  survey  of  the  principles  while  continuously  em- 
phasizing the  nature  and  use  of  economic  reasoning. 

Postscript  by  Meno  Lovenstein.  Having  been  permitted  to  say  so 
much,  it  appears  an  abuse  of  privilege  to  be  allowed  to  say  more.  Yet 
there  is  need  for  further  comment,  it  is  my  impression  that  those  who 
prepared  papers  for  the  conference  were  not  convinced  that  their  points 
of  view  had  been  fully  understood.  The  Digests  of  Discussion  of  the 
papers,  although  fair  and  accurate,  nonetheless  reflect  the  imperfect 
understanding  and  the  biases  which  prevailed  at  the  sessions. 

During  the  conference  a paper  often  was  tagged  with  a code  word, 
ostensibly  to  identify  the  position  but  in  fact  simplifying  it  unduly. 
The  introductions  to  the  papers  are  a great  improvement  over  the  loose 
designations  used  at  the  conference  table,  such  as  "the  big  problem 
approach"  (Senesh),  "the  little  problem  approach"  (Fuchs  and  Warner),  or 
the  epithet  in  my  case,  "educational  theory." 

Yet  as  scrupulously  prepared  as  they  are,  the  reports  do  not  do 
justice  to  the  various  approaches.  The  fault  lies  mainly  with  the  au- 
thors of  the  papers,  for  we  have  not  probed  deeply  enough  into  the 
relations  of  our  methods  to  our  goals.  The  approaches  appear  to  be 
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elaborate  stratagems  rather  than  profound  analyses.  The  criticisms,  in 
my  view,  were  brightly  superficial  and  not  often  constructive. 

During  this  year  I have  re-read  and  steadily  pondered  the  content 
of  each  of  the  papers.  I conclude  that  we  did  not  understand  each  other 
very  well  and,  by  implication,  those  who  read  these  papers  and  discus- 
sions when  published  will  probably  be  even  more  at  a disadvantage.  For 
in  each  of  the  presentations,  more  is  assumed  or  implied  than  is  actually 
made  clear.  The  papers  should  be  judged  not  alone  by  what  is  said  but 
also  by  the  assumptions  about  economic  analysis,  learning  theory,  or  edu- 
cational goals  which  have  not  been  adequately  emphasized  or  appraised. 

For  example,  the  term  "problem-solving"  was  frequently  used  and 
quite  naively.  Is  it  but  a description  of  complexity  and  conflict? 

Does  the  term  imply  that  one  can  by  some  method  of  instruction  provide 
an  integration  of  the  social  sciences?  Is  "problem-solving"  but  a watery 
reflection  of  pragmatism  (techn i cal ly  understood) ? 

After  a thorough  study  of  Senesh’s  paper,  supported  by  years  of 
most  valuable  association  with  him,.  I cannot  conclude  that  his  actual 
method  is  to  teach  economics  through  problem-solving,  even  though  that  is 
the  title  of  his  paper.  Senesh  has  a goal,  a very  good  one,  perhaps  the 
most  commendable,  but  it  is,  as  I see  it,  the  suggestive  demonstration 
that  economics  has  a place  in  social  analysis  and  policy.  To  do  so.  he 
must  draw  upon  economic  analysis,  to  some  extent  show  economic  reasoning. 
But  he  cannot  teach  economics,  if  by  teaching  it  one  means  the  presenta- 
tion of  a systematic,  integrated  explanation  of  economic  behavior.  If 
this  is  the  real  nature  of  Senesh1 s approach,  it  is  not  at  once  clear 
from  the  paper  or  the  discussion. 


Likewise,  it  is  my  impression  that  the  so-called  "case  approach' 
of  Fuchs  and  Warner  was  not  presented  nor  received  with  the  sophistica- 
tion the  concept  of  case  requires.  Fuchs  and  Warner  comment  briefly  on 
traditional  uses  of  the  case  method,  but  its  use  and  contribution  depend 
(1)  on  an  analysis  of  the  relation  of  cases  to  principles  (or  more  ana- 
lytically, on  the  relation  of  a set  of  events  to  the  process  of  general- 
ization), and  (2)  on  the  educational  significance  of  the  case  method  (is 
it  a device  for  providing  a general  orientation  or  one  that  depends  on  a 
previous  orientation?).  The  basic,  potential  contribution  of  Fuchs  and 
Warner  was  not,  in  my  view,  fully  explored  by  them  nor  appreciated  by  the 

group. 

Similar  comments  could  be  made  about  each  of  the  contributions— 
including  my  own'.  A deeper  probing  would  reveal  that  each  of  the  ap- 
proaches is  really  concerned  with  profound  problems  touching  the  nature 
and  state  of  economic  analysis,  the  relation  of  analysis  to  policy,  and 
the  meaning  and  use  of  learning  theory.  Yet  these  areas  were  not  explic- 
itly and  prominently  treated;  they  were  rather  unexamined  assumptions 

suppo rt i ng  ps rt i cu 1 3 r spp roaches • 

I have  been  greatly  troubled  by  the  theme  of  -economic  reasoning" 

which  runs  through  most  of  the  papers  and  discussions.  What  do  we  mean 
by  teaching  or  demonstrating  economic  reasoning?  Whether  by  case,  prob- 
lem-solving, model-building,  workshop,  or  what  have  you,  are  we  simply 
pointing  out  the  relationship  of  economic  fact  A to  economic  fact  B,  or 
social  fact  A to  economic  fact  A?  Does  the  involvement  of  the  student 
change  the  essentially  piecemeal  and  disjointed  presentation  of  analysis? 
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But  more  important,  is  this  piecemeal  demonstration  an  end  in 
itself?  Is  it  a proper  and  sufficient  goal  for  the  introductory  course? 

It  may  very  well  be  that  it  is  all  that  we  should  aim  for  or  which  can 
be  accomplished.  If  so,  the  end  product  has  values  peculiar  to  the  goal. 
Among  them  is  the  act  of  persuasion  and  conviction,  albeit  intellectual, 
that  economics  is  reputable  and  useful.  By  implication,  we  are  fashion- 
ing an  attitude,  not  aiming  for  semiprofessional  citizenship.  We  are 

pre-conditioning,  not  educating. 

Yet  economic  reasoning  implies  that  there  is  economic  "reason, r 
in  brief,  that  the  rationale  of  economic  behavior  can  be  presented  and 
encompassed.  It  is  not  enough  to  use  marginalism;  the  student  must  come 
to  appreciate  it  as  a general ized  explanation.  It  is  not  enough  to 
choose  among  the  topics  included  in  economics;  the  student  must  come  to 
understand  why  and  how  the  topics  are  necessarily  and  logically  parts  of 
the  total  explanation. 

There  is  a perplexing  confl ict  between  the  piecemeal  type  of  eco- 
nomic reasoning  the  conference  appears  to  emphasize  and  the  description 
of  the  typical  introductory  course  which  attempts  to  provide  a survey  of 
macro-  and  micro-economics.  Surely,  the  value  of  the  survey  should  be 
that  it  presents  the  compass  and  integration  of  economic  analysis  and 
regards  these  as  desirable,  necessary,  and  attainable  goals. 

My  comments  on  the  papers  of  others  may  now  be  used  to  help  clear 
up  some  misunderstandings  about  my  own  effort  and  also  to  show  what  I 

have  learned  from  the  conference. 

It  is  perturbing  to  me  to  have  my  approach  entitled  "Pedagogy." 

It  is  true  that  I have  sought  to  understand  and  use  educational  philosophy 
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and  psychology  in  the  presentation  of  economics.  It  is  properly  report- 
ed that  the  approach  emphasizes  the  process  of  inquiry,  of  discovery 
rather  than  declaration.  This  part  of  the  approach  is  both  method  and 
end— method  because  it  helps  the  student  see  the  logical  unfolding  of 
the  subject  and  end  because  it  helps  to  exercise  him  in  economic  reason- 
ing. But  the  process  of  inquiry  is  not  the  total  or  even  the  major  in- 
tent. Apparently,  I have  not  made  clear  enough  the  use  which  I have  for 
gestalt  psychology.  The  purpose  of  the  three  gestalts  scaricty,  flows, 
and  systems-- is  that  the  student  will  be  helped  to  organize  the  disci- 
pline in  such  a way  that  he  will  appreciate  the  compass  and  logical 
integrity  of  the  subject  itself  and  in  so  doing  will  be  able  to  keep 
alive  and  functional  the  systematic  nature  of  economic  analysis.  In- 
quiry serves  the  purpose  of  economic  reasoning  as  process,  and  gestalts 
as  patterns  for  economic  reason;  thus  interpretations  of  economic  reason- 
ing are  acknowledged. 

My  approach,  then,  does  not  significantly  resemble  Senesh's,  for 
my  method  has  the  major  goal  of  emphasizing  and  presenting  the  disci- 
pline of  economics.  The  motivation  arising  from  continuous  and  related 
exploration  is  to  excite  the  student  as  a thinker,  not  to  provide  him 
with  a reassurance  about  the  usefulness  of  economics.  He  is  induced  to 
see  the  totality  of  economic  analysis  and  then  to  think  as  an  economist 
about  its  relatedness  to  social  analysis.  This  approach  is  fundamen- 
tally different  from  a piecemeal  application  of  economics  to  socio- 
< 

politico-economic  policies. 

If  I understand  fully  the  approach  of  Fuchs  and  Warner,  they 
assert  for  their  method  that  "the  knowledge  the  student  acquires  is  thus 
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cumulative"  f Concepts  and  Cases  in  Economic  Analysis,  p.  vn) . I pre- 
sume that  by  "cumulative"  they  mean  that  he  comes  to  recognize  the 
integrative,  systematic  nature  of  economic  explanations.  If  this  is 
what  they  mean,  their  approach  does  resemble  the  goals  I intend  for 
mine.  Yet  mine  differs  from  theirs  because  I stress  directly  the  relat- 
edness of  economic  concepts  and  they,  as  I understand,  achieve  such  com- 
prehension as  a by-product  of  a study  of  specific  instances.  I question 
that  students  can  ever  arrive  at  a broad  perspective  and  comprehension 
of  a discipline  as  a by-product  of  case  analysis,  surely  not  in  the  rela- 
tively short  period  in  which  students  in  an  introductory  course  are 

hopefully  to  acquire  a terminal  orientation. 

It  is  apparent  to  me  that  the  essential  nature  of  my  approach 
was  not  clearly  understood  by  my  colleagues.  The  inadequancy  is  surely, 
but  not  completely,  my  own.  Could  I have  anticipated  the  reactions, 
perhaps  I could  have  made  my  position  clearer.  But  the  insufficiency 
is  also  attributable  to  other  causes.  First,  there  seems  to  be  such  a 
bias  against  educational  philosophy  and  psychology,  usually  identified 
with  professional  educators,  that  an  economist  is  stigmatized  who  dares 
to  lend  them  sympathetic  attention.  Second,  the  literature  on  these 
subjects  is  not  familiar  to  most  economists.  References  to  Dewey  and 
Whitehead  and  their  realms  of  discourse  are  bewildering  and  bestir  a 
disinterested  respectfulness. 

Yet  aside  from  these  attitudes  towards  educational  philosophy 
and  psychology,  the  more  fundamental  one  is  that  of  economists  concern- 
ing  the  goals  of  economic  education.  It  is  my  belief  that  students  can 
reason  their  way  into  a comprehension  of  economics  as  a whole;  the 
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subject  can  be  seen  and  remembered  and  used  in  full  compass.  But  from 
the  conference  I am  forced  to  conclude  that  economists  have  abandoned 
that  ideal  and  chosen  another,  namely,  the  demonstration  of  the  reason- 
ing process,  supposedly  "in  depth,"  and  apparently  selectively  and 
piecemeal.  I do  not  know  what  has  persuaded  them  to  this  choice.  My 
guess  is  that  they  teach  the  survey  course  without  confidence  because 
they  do  not  believe  it  can  be  taught  and  that  this  disenchantment  comes 
about  because  they  have  not,  as  I have  attempted,  sought  ways  to  accom- 
plish their  first  and  essential  responsibil ity— to  teach  economics  as  a 

unified  and  usable  system  of  thought. 

The  results  of  this  conference  are  indeed  ironic1.  My  colleagues 
apparently  disregard  the  help  of  educational  philosophy  and  psychology 
yet  end  up  being  "progressive  educators,"  orienting  their  presentations 
around  people  and  teaching  reasoning  by  exercise  and  personal  motiva- 
tion. On  the  contrary,  I make  use  of  educational  philosophy  and  psy- 
chology to  argue  that  economics  as  a discipline  can  be  communicated. 

Yet  my  contribution  is  called  "pedagogy,"  and  theirs  economics. 

Still  I must  say  that  1 learned  a great  deal  ffom  these  papers. 
As  an  extension  of  the  irony,  I have  discovered  that  my  colleagues  are 
much  more  will ing  to  deal  with  the  situations  they  face  (for  example, 
independent  study  arrangements)  and  to  recognize  the  need  for  the  train- 
ing in  thinking  (case  study,  problem-solving,  workshop,  and  so  on)  than 
I had  supposed.  In  the  light  of  their  methods,  I have  been  compelled  to 
re-examine  the  educational  basis  of  my  own  approach  to  see  if  I have 
made  the  fullest  use  of  educational  theory  and  to  make  sure  that  I have 
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not  stressed  unduly  the  reasonableness  of  economic  analysis  at  the  ex- 
pense of  the  greatest  possible  exercise  in  the  process  of  reasoning. 

I believe,  however,  that  my  colleagues  at  the  conference  and 
elsewhere  will  eventually  come  to  accept  my  view  that,  with  the  help  of 
educational  philosophy  and  psychology,  economics  is  teachable  as  a sub- 


ject and  can  be  made  exciting  in  and  of  itself. 

Note  by  John  E.  Maher.  An  impression  of  these  discussions  is 
that  we  economists  share  the  widespread  prejudice  against  the  work  of 


professional  educators  and  that  we  generally  refuse  to  learn  from  those 
who  have  studied  such  a thing  as  "learning  theory."  That  this  is  un- 
fortunate is  suggested  by  a reading  of  the  paper  by  Meno  Lovenstein. 


Summa ry 

The  comments  in  this  summary  will  parallel  the  divisions  of  the 
paper  which  has  just  preceded.  By  following  this  procedure  it  will  be 
easier  to  recognize  the  position  from  which  the  project  began  and  what 
has  been  learned  in  the  process  of  preparing  the  materials.  The  con- 
clusions, which  follow  this  summary,  will  consist  of  a critique  of  the 
conceptions  developed  in  the  position  paper  which  were  tested  by  the 
writer's  experiences  in  economic  education  and  in  this  project.  The 
comments  are  those  of  the  writer.  Other  comments  and  criticisms  by  the 
consulting  economists,  the  participating  teachers  and  students  and  by 
the  project  staff  are  included  in  Chapter  IV.  References  to  these 
criticisms  are  given  in  this  chapter. 


Comments:  Economics  and  Education 

The  schism  between  economists  and  educators,  presented  in  the 
position  paper  as  a characteristic  of  specialization,  was  also  a problem 
for  the  staff  of  the  project.  The  economist  on  the  staff  had  taken  the 
trouble  to  familiarize  himself  with  the  attitudes  and  assumptions  of  ed- 
ucators, but  even  so,  there  were  many  occasions  in  which  he  felt  the 
need  to  "defend11  his  discipline  against  competing  values  which  the  edu- 
cators esteemed.  These  "conflicts"  mainly  occurred  in  the  preparata 
of  the  learning  situations,  for  example,  when  the  emphasis  on  a major 
idea  was  made  possibly  by  sacrificing  an  important,  if  overly  nice, 
economic  distinction  to  the  demands  of  interest-getting  and  clarity  for 
students  in  the  9th  grade.  On  the  other  hand,  it  appeared  to  the  writer, 
who  is  an  economist,  that  certain  economic  ideas  ought  to  have  been  im- 
mediately clear  to  the  non-economists,  but  he  learned— once  again— that 
clarity  is  not  merely  a function  of  intelligence. 

In  the  introduction  to  this  chapter,  it  was  pointed  out  that 
the  staff  of  the  project  spent  a considerable  amount  of  time  discussing 
the  position  paper.  These  discussions  and  the  continuous  occupation 
with  the  development  of  materials  proved  the  need  and  value  for  a period 
of  ingestion  of  each  other's  values  and  concerns.  Perhaps  as  much  as 
three  months  are  needed  before  a broad  common  core  of  understanding  can 
be  created.  Such  a common  understanding  could  not  easily  be  expressed 
in  words,  but  it  manifested  itself  in  the  increasing  ease  with  which  an 

economic  concept  was  related  to  a learning  situation. 

In  the  position  paper,  it  was  stated  that  "one  must  work  with 
intent  and  consciousness  in  a field  really  to  comprehend  it  (p.  139)." 
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As  members  of  the  staff  gathered  experience  in  apprehending  an  economic 
concept  and  in  worrying  out  methods  for  its  presentation,  they  began  to 
appreciate  the  importance  of  absorption  and  conscious  participation  on 
a project  to  facilitate  the  integration  of  disciplines.  The  thoughtful 
and  minute  relating  of  a technical  concept  to  learning  is  time-consuming, 
but  it  is  such  oriented  use  of  time  which  gives  life  to  the  union  of 
content  and  method. 

The  writer  has  indicated  in  his  position  paper  (footnotes  5 
and  6)  how  much  he  learned  from  the  various  opportunities  he  has  had  in 
economic  education,  e.g.,  in  the  participation  in  workshops,  seminars, 
the  preparation  of  materials,  etc.  He  wishes  to  cite  another  piece  of 
writing,  which  was  finished  after  the  position  paper,  to  show  how  con- 
tinuous, perhaps  un-ending,  are  the  possibilities  of  increasing  insight 
in  economic  education.  In  1962,  he  published  a volume  entitled  Capital- 
ism, Communism.  Socialism:  Comparative  Economic  Systems.^  The  book, 

experimental  in  both  content  and  language,  was  intended  for  use  in  both 
high  schools  and  colleges.  In  writing  the  volume,  the  author  confirmed 
for  himself  that  the  three-fold  division  of  economics  into  scarcity, 
flews  and  coordination  could  be  aptly  applied  to  comparative  economics, 
indeed,  that  the  comparative  economic  approach  helped  to  present  eco- 
nomics in  a generalized  form  by  showing  that  scarcity,  flows  and  coordi- 
nation were  categories  applicable  to  any  economic  system.  Exploration 
of  the  comparisons  in  coordination  greatly  improved  the  writer's  ability 
to  prepare  the  materials  for  Units  15  through  18  on  Coordination.  In 

3 Me no  Lovenstein,  Capitalism.  Communism,  Socialism:  Comparative 

Economic  Systems,  Chicago;  Scott-Foresman,  1962. 
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content,  he  was  able  to  make  much  more  expl icit  comparisons  between  econ- 
omies. In  turn  the  explicit  comparisons  facilitated  the  preparation  of 
learning  situations.  One  of  the  important  gains  frbm  the  writing  of  the 
volume,  which  was  of  special  use  in  the  preparation  of  materials,  was 
the  recognition  that  economic  "problems"  could  be  thought  of  as  a break- 
down in  coordination  (Unit  1 8) , a conception  of  great  value  in  the  wri- 

4 

ter's  professional  insights  as  an  economist  and  in  his  work  on  the 
project.  The  volume  of  comparative  economics  was,  of  course,  available 

to  the  staff. 

To  the  writer's  dismay,  his  position  paper  was  not  as  explicit 
to  the  staff  as  he  expected  it  to  be.  The  difficulty  may  have  been  that 
he  was  attempting  to  integrate  the  content  of  economics  with  the  demands 
of  good  pedagogy  and  thus  had  created  a middle  world  which  was  not— per- 
haps could  not  be— adequately  described.  At  any  rate,  his  presence  and 
the  possibility  of  continuous  explanation  were  necessary  to  translate 
his  conceptions  of  the  structure  and  logic  of  economics  into  materials. 

A final  observation  about  the  "distance"  between  the  profession- 
al in  a discipline  and  the  educators  is  that  the  teachers  who  used  the 
materials  experimentally  in  their  classrooms  also  reported  that  it  re- 
quired two,  three  or  four  units  before  the  teachers  fully  appreciated 
the  effort  to  relate  the  structure  of  economics  to  the  learning  situa- 

t ions. 

We  may  conclude  that  the  project  did  succeed  in  narrowing  the 
gap  between  economics  and  education,  but  there  are  nooks  and  crannies 
in  the  middle  area  which  still  call  for  cooperative  exploration  and 
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Comments:  Economics:  Content  and  Method 

The  variations  in  viewpoints  which  we  have  been  discussing  have 
emphasized  mainly  the  differences  in  knowledge  and  training  of  the  par- 
ticipants. But  one  can  be  more  precisely  analytical  about  the  difficul- 
ties of  communication  if  one  considers  the  meanings  and  confusions  in 
the  use  of  the  terms  "content11  and  "method."  The  position  paper  empha- 
sizes two  approaches  to  the  definition  of  content  and  method  and  the 
inter-relationships  between  the  definitions.  In  the  first  definition, 
it  is  stated  that  economists  decide  how  their  materials  may  be  investi- 
gated and  arrive  at  certain  methods,  e.g.,  microeconomics  investigating 
the  decision  of  the  firms  and  macroeconomics  dealing  with  aggregates  of 
investment,  spending,  employment,  etc.  These  methods  then  become  the 
content  of  economics.  It  can  be  shown,  however,  that  economists  have 
modified  over  time  their  methods  of  analysis  and  hence  what  they  consid- 
er to  be  the  content  of  the  discipline.  Much  confusion  still  exists 
both  in  the  minds  of  economists  and  non-economists  about  this  distinc- 
tion of  method  from  content.  Hence,  the  position  paper  argues,  properly 
I believe,  that  much  of  the  difficulty  in  teaching  economics  is  "the 
state  of  the  discipline  itself— the  precise  nature  of  its  incompleteness 
and  the  specific  points  of  confusion  and  contradiction  (p.  I*f0).n 

Most  non-economists,  including  those  on  the  project,  are  not 
prepared  to  deal  professionally  with  this  type  of  confusion  between 
method  and  content  and,  therefore,  find  it  difficult  to  see  how  economic 
reasoning  and  the  organization  of  the  discipline  might  be  influenced  by 
different  conceptions  of  method  and  content.  Does  it  matter  whether  the 
discipline  is  divided  into  four  economic  processes  (production, 
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distribution,  exchange  and  consumption)  as  some  texts  still  do,  or  into 
micro-  and  macro-economics  as  most  texts  now  do,  or  into  scaricty,  flows 

and  coordination  which  this  project  has  accepted? 

If  there  could  be  an  appreciation  of  method  and  content,  out- 
lined  above  as  the  first  definition,  then  there  could  be  readier  use  of 
the  second  definition,  namely,  how  the  content  of  economics  (its  accepted 
methods)  is  related  to  the  presentation  of  economics  (that  is,  the  meth- 
od of  communication).  The  position  paper  argues  that  the  organization 
of  the  discipline  greatly  affects  the  ease  and  clarity  of  the  learning 
of  the  discipline.  Assuming  the  three-fold  division  into  scarcity, 
flows  and  coordination,  the  position  paper  contends,  and  the  materials 
have  largely  demonstrated,  that  economic  reasoning  can  be  continuously 
and  effectively  demonstrated  (sequence),  that  organization  (gestalts) 
can  be  established  and  used,  and  that  the  emphasis  (selection  of  con- 
cepts) can  be  more  effectively  determined. 

The  writer  did  not  feel  confident  during  the  preparation  of  the 
materials— and  does  not  feel  confident  even  now— that  the  subtle  but 
essential  distinctions  of  content  and  method,  in  both  definitions,  were 
as  clear  as  they  should  have  been  to  the  non-economists  on  the  staff. 

One  source  of  difficulty  may  be  that  the  concepts  of  content  and  method 
are  used  differently  by  the  disciplines  and  by  those  in  education.  An- 
other source  is  that  the  concept  of  dis.ipline,  as  distinguished  from  a 
subject,  is  not  as  clear  as  it  needs  to  be.  The  word  discipline  is  used 
to  mean  the  grouping  and  logical  unfolding  of  the  concepts  of  an  area; 
a subject  is  thought  of  as  a collection  of  concepts  assumed  to  be  relat- 
ed. The  notion  of  discipline  implies  that  the  reasoning  inherent  in  the 
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ordering  of  concepts  and  the  sequence  of  analysis  is  at  least  parallel 
to  the  learning  of  the  discipline.  But  an  appreciation  of  such  a paral- 
lel requires  that  one  have  a basic  orientation  in  the  discipl ine.  Such 
parallel  and  equal  understanding  was  not,  in  the  view  of  the  writer, 
always  and  adequately  present. 

Yet  in  spite  of  such  inadequacy,  within  the  framework  of  scar- 
city, flows  and  coordination,  it  worked  out  that  economic  reasoning, 
organization  (of  concepts),  and  emphasis  were  more  effectively  incorpo- 
rated in  the  materials  than  could  have  been  achieved  by  building  on  the 
four  processes  conception  of  economic  content  or  on  the  micro  and  macro 
approaches. 

Perhaps  the  reason  for  the  degree  of  success  is  that  the  units 
were  each  built  carefully  upon  the  grid  of  three  major  categories 
(scarcity,  flows  and  coordination)  and  upon  two  analytical  themes  (mar- 
ginalism and  institutions).  It  is  highly  significant  that  this  grid  for 
ordering  each  unit  was  not  defined  in  the  position  paper  but  became  part 
of  the  materials  because  of  the  need  for  a simplified  and  unified  struc- 
ture. 

My  criticisms  of  my  own  approach,  in  the  materials  rather  than 
in  the  position  paper,  is  first  that  we  emphasized  marginalism  as  a 
theme  more  than  it  should  have  been  yet  did  not  always  make  specific  use 
of  it  in  the  learning  situations  and  second  that  the  concept  of  institu- 
tions was  likewise  left  as  a general,  rather  than  a specific,  frame  of 
reference.  In  the  latter  point,  we  did  not  improve  over  this  major 
fault  in  economic  analysis,  namely,  that  institutions  are  used  as  a 
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catch-all  of  the  unexplained,  often  relying  uncleanly  on  other  disci- 
pl  ines. 

Yet  with  its  limitations,  the  grid  of  major  categories  and  ana- 
lytical themes  did  help  to  establish  the  qualities  of  economics  as  a 
discipline  and  greatly  facilitated  the  preparation  of  the  materials. 

For  an  economist,  one  haunting  omission  in  the  selection  of  con- 
cepts is  that  the  pricing  problem  was  not  presented  as  diagrammatic  ana- 
lysis of  supply  and  demand.  Market  structure  and  its  consequences  were 
covered,  but  no  attempt  was  made  to  relate  the  structure  and  effects  to 
the  analysis  of  pricing  by  the  firm  nor  to  factor  pricing.  Many  econo- 
mists question  the  usefulness  of  price  analysis  even  in  a college  intro- 
ductory course.  It  is  barely  attempted  in  high  school  courses.  Yet  it 
is  this  writer's  belief  that  given  time  enough,  say,  a two- semes ter- 36- 
unit  course,  one  could  present  meaningfully  a substantial  introduction  to 
price  analysis  in  the  ninth  grade.  This  confidence  rests  upon  the  suc- 
cess in  the  use  of  marginalism  in  Unit  3,  What  to  Produce,  in  Unit  4, 
Allocating  the  Resources,  in  Unit  5,  Stimulating  Efficiency  and  in 
Unit  11,  Determining  the  Nation's  Income. 

Comments:  Guides  from  Educational  Philosophy  and  Psychology 

The  position  paper  includes  a careful  statement  about  the  prob- 
lem of  choosing  among  the  philosophies  and  psychologies  for  guidance. 

V 

It  was  pointed  out  that  in  choosing  a philosophy  one  need  not  adopt  it 
totally.  Yet  in  making  the  choices  of  Whitehead  and  Dewey,  the  question 
was  raised  whether  a philosophy  of  idealism  (mainly)  and  one  of  pragma- 
tism could  be  reconciled.  Are  there  fundamentally  different  assumptions 
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about  learning  which  in  an  eclectic  view  would  affect  the  conception  and 
development  of  the  materials?  A position  of  idealism  could  lead  one  to 
believe  that  economics  exists  somewhere  as  an  organized  body  of  ideas, 
either  in  the  universe  and  perhaps  latently  in  the  mind  of  the  student. 

If  so,  learning  would  imply  a kind  of  creative  rediscovery.  If  one 
adopts  the  pragmatic  view,  it  would  seem  that  order  must  be  derived  from 
experience.  Since  the  project  rests  upon  the  notion  of  a discipline, 
its  logic  and  unfolding,  do  these  different  positions  of  Whitehead  and 
Dewey  affect  seriously  the  materials  developed  by  the  project?  My  feel- 
ing is  that  they  need  not.  In  regarding  economics  as  a discipline,  we 
make  no  assertion  about  its  ultimate  existence,  origin  or  permanence. 

Nor  do  we  have  to  say  that  discovery  must  mean  the  creation  of  order  out 
of  experience.  Economics  as  a discipline  is  assumed  to  exist  and  the 
orientation  of  the  teacher  helps  to  secure  its  existence.  Discovery  by 
the  student  means  guided  learning  in  which  discovery  contains  a recogni- 
tion of  implied  relations,  the  pleasure  of  sequenced  analysis  and  the 
growing  recognition  of  the  existence  and  the  usefulness  of  grouping.  I 
believe  that  an  eclectic  view  of  philosophies  is  acceptable  and  useful. 

I can  see  no  serious  distortions  in  the  materials  which  could  arise  from 

using  an  eclectic  position. 

In  the  position  paper  it  was  argued  that  economic  reasoning 
could  be  assisted  by  concepts  of  pragmatism  and  inquiry.  The  materials 
developed  in  the  project  emphasize  learning  situations  in  which  the  stu- 
dent is  put  in  the  position  of  accepting  the  dialogue  or  play  as  either 
his  own  experience  or  one  that  could  be  his  own.  The  ordering  and  se- 
quence which  he  is  led  to  recognize  might  not  be  the  one  that  he  would 


73 


derive  on  his  own,  but  he  does  come  to  see  a possible  sequence  and  order- 
ing which  is  related  to  "his"  experience.  Similarly,  the  ordering  or 
grouping  of  the  concepts  is  guided  by  the  teacher  and  may  not  be  the  one 
the  student  individually  would  have  formulated.  Nonetheless,  the  guid- 
ance is  towards  the  recognition  of  a gestalt  and  the  gestalt  which  he  is 
guided  to  appreciate  is,  in  fact,  a major  category  of  economics,  e.g., 
scarcity.  In  these  two  uses  of  educational  philosophy  and  psychology, 
the  materials  developed  on  the  project  spelled  out  the  guides  from  edu- 
cational philosophy  and  psychology  expressed  in  the  position  paper. 

However,  the  position  paper  also  stated  that  Whitehead  s notion 
of  rhythmic  education  would  be  helpful  in  establishing  the  emphasis  and 
the  sequence  or  unfolding  of  the  concepts.  We  did  make  a general  use  of 
Whitehead's  notions  of  stages  of  romance,  precision  and  generalization. 

In  presenting  the  three  major  categories,  we  began  with  scarcity  which 
has  a built-in  attention-getting,  if  you  will,  romantic  appeal.  The 
notion  of  scarcity  was  moved  along  towards  precision  but  was  not  fully 
generalized.  But  in  developing  the  materials,  we  discovered  that  White- 
head's highly  suggestive  triad  did  not  help  one  to  know  easily  or  auto- 
matically what  was  the  romantic  part  of  an  idea  or  how  one  could  distin- 
guish precision  from  generalization.  So  while  the  intriguing  analogy 
was  a general  guide,  we  did  not  attempt  to  follow  slavishly  such  a model 
in  the  sequencing  of  ideas.  The  sequence  was  basically  established,  to 
use  Dewey's  phrase,  "by  the  logic  of  the  subject."  Here  again,  the 
phrase  alerted  us  to  the  existence  of  a logic  of  the  subject  but  did  not 
reveal  what  that  logic  was.  The  logic  of  the  subject  was  in  fact  deriv- 
ed from  a knowledge  of  the  discipline,  but  one  was  prompted  to  examine 
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the  choices  of  grouping  and  sequence  by  keeping  in  mind  that  each  disci- 
pl ine  has  its  own  logic. 

In  Chapter  I V,  some  of  the  criticisms  of  the  consulting  econo- 
mists were  directed  at  the  logic  of  the  discipline  adopted  in  the  pro- 
ject. Their  criticisms  are  valid,  for  variations  in  the  grouping  and 
sequences  are  possible.  Their  comments,  however,  do  not  imply  that  a 
discipline  does  not  have  a logic  or  that  one  may  capriciously  order  the 
presentation  of  concepts.  On  the  contrary,  any  suggestion  of  another 
grouping  and  sequence  of  presentation  should  be  supported  by  arguments 
directed  not  only  to  a specific  modification  but  to  the  entire  presen- 
tation of  the  discipline.  The  guides  that  one  may  have  from  a judicious 
examination  of  educational  philosophy  and  psychology  are  indeed  guides 
and  not  prescriptions  for  choices. 

An  example  of  exploration  in  depth  of  a possible  choice  is  the 
use  of  the  concept  of  a "problem."  It  was  indicated  earlier  in  this 
summary  that  one  of  the  important  gains  in  the  development  of  the  mate- 
rials was  the  treatment  of  an  economic  problem  as  a breakdown  in  coordi- 
nation. But  the  writer  had  experienced  a long  struggle  in  placing  the 
concept  of  problem  in  relation  to  a discipline.  Social  studies  usually 
speak  of  "farm  problems,"  "labor  problems,"  etc.  In  his  volume.  Econom- 
ics and  the  Educational  Admin istrator*  the  writer  of  this  chapter  had 
pointed  out  that  economic  analysis  itself  is  the  problem.  In  developing 
economics  as  a discipline,  it  was  made  clear  that  by  careful  grouping 
and  sequencing  of  ideas,  the  problem  of  analysis  could  be  made  interest- 
ing in  and  of  itself.  Having  then  clarified  for  himself  what  the  con- 
cept of  problem,  related  to  a discipline,  really  meant,  the  writer  was 
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put  in  the  position  of  seeing  more  clearly  how,  in  a narrower  sense,  an 
economic  problem  could  be  regarded  as  a breakdown  in  coordination. 

Thus,  in  trying  to  help  others  reason  more  clearly,  a professional  econ- 
omist improved  his  own  reasoning.  It  is  regrettable  that  such  an  exper- 
ience in  professional  growth  arising  from  concern  about  teaching  is  not 
more  widely  appreciated  by  the  masters  of  the  disciplines. 

Assuming  insights  can  be  increased  and  be  sharpened  by  an  appre- 
ciation of  order  and  sequence,  what  roles  should  these  play  in  the 
learning  experience  of  students?  There  are  two  possibilities,  not  en- 
tirely mutually  exclusive.  One,  the  clear  recognition  of  the  grouping 
and  sequence  could  be  thought  of  as  a goal  of  the  materials.  Two,  the 
grouping  and  sequence  may  be  thought  of  as  instrumental  in  the  presenta- 
tion of  economics  as  a discipline,  so  the  student  will  not  be  expected 
to  be  sharply  conscious  of  the  major  categories  (scarcity,  flows  and 
coordination).  From  the  tests  on  the  appreciation  of  the  major  cate- 
gories and  sequences,  it  appears  that  the  students  were  not  able  to 
define  clearly  the  major  categories  nor  be  specific  in  pointing  out  the 
sequence  of  concepts.  However,  we  do  have  evidence  that  the  ordering 
and  sequence  greatly  facilitated  the  communication.  I am  not  certain 
why  the  grouping  and  sequence  was  not  clearer  to  the  students.  Per- 
haps we  failed  to  make  the  teachers  aware  that  these  dimensions  are 
important  and  should  be  emphasized.  I believe  that  a clearer  definition 
of  the  categories  and  an  appreciation  of  the  sequence  should  be  an  end- 
product  of  the  learning,  because  it  would  serve  to  heighten  future  learn 
ing  about  economics.  Obviously,  more  thought  must  be  given  to  this  im- 
portant part  of  the  conception  of  the  project. 
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Comments:  The  Experimental  Course  in  the  Principles 

The  experimental  course  referred  to  in  the  position  paper  was 
one  offered  at  the  college  level.  The  college  course,  in  turn,  was  built 
upon  a course  the  writer  offered  at  the  high  school  level.  Footnote  5 
of  the  position  paper  lists  two  references  to  articles  which  summarize 
his  experience  with  the  offering  at  the  secondary  level.  In  a compar- 
ison and  contrast  of  these  earlier  experiences  with  the  materials  devel- 
oped in  the  project,  both  the  similarities  and  the  differences  are 
striking  and  worth  further  comment. 

The  two  major  similarities  are  (1)  the  effectiveness  of  grouping 
and  emphasis  on  sequence  and  (2)  the  importance  of  an  oriented  teacher 
and  a strategy  for  student  discovery.  The  differences  are  (1)  greater 
clarification  in  the  project  in  the  statement  of  the  major  categories 
and  analytical  themes  and  (2)  the  detailed  orientation  of  the  teacher 
provided  by  the  Teacher's  Guide  and  (3)  the  provision  of  materials  to 
facilitate  student  discovery.  The  differences  highlight  the  progress 
that  was  made  from  the  general  conceptualization  of  the  task  to  the 
carefully  designed  implementation  of  the  approach.  In  the  opinion  of 
the  writer,  it  would  not  have  been  possible  to  develop  the  materials  on 
the  project  without  the  long  journey  of  exploration  into  the  status  of 
the  discipline,  the  use  of  educational  philosophy  and  psychology,  and 
the  financial  support  to  work  out  an  instrument  for  instruction. 
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Conclus ions 

This  completion  of  this  project  has  been  for  this  writer  a cul- 
mination of  a dream  begun  many  years  ago.  The  call  to  teaching,  almost 
two  decades  of  work  in  economic  education,  two  books  and  many  articles, 
all  of  these  must  be  counted  in  his  appraisal  of  his  own  participation 
in  the  project,  the  degree  of  the  project's  success  and  the  problems  yet 

unsolved. 

Starting  from  a basic  position  as  a professional  economist,  but 
always  with  a respect  for  the  complexities  of  education,  the  writer  has 
struggled  to  appreciate  the  essential  relations  of  educational  philoso- 
phy and  psychology  both  to  the  conception  and  to  the  communication  of 
his  discipline.  But  with  the  distance  in  knowledge,  attitude  and  under- 
standing between  these  in  the  disciplines  and  the  educationists,  he  has 
had  to  allow  himself  episodes  of  despair  about  the  chasm  to  be  bridged. 
Few  economists  recognize  the  need  for  professional  understanding  of  edu- 
cational philosophy  and  psychology  and  few  non-economists  are  willing  to 
acquire  semi-professional  competence  in  economics.  Tie  demands  upon  a 
person  willing  to  make  an  effort  at  communication  are  truly  intimidat- 
ing. But  a democracy  must  have  an  intellectual  foundation  and  a compe- 
tence in  economics  is  an  essential  to  an  understanding  of  our  way  of 

1 ife. 

The  importance  of  disciplined  thinking,  and  hence  the  disci- 
plines, is  helped  by  the  concepts  of  structure  and  process.  Yet  the 
writer  has  long  known  that  it  is  easier  to  talk  generally  about  struc- 
ture and  process  than  it  is  to  establish  and  communicate  them  in  a 
particular  discipline.  The  achievement  of  the  project  is  that  it  has 


78 


shown  beyond  doubt  that  economics  can  be  presented  as  a discipline,  that 
a discipline  can  be  made  interesting  in  and  of  itself,  that  teacher  ori- 
entation can  be  achieved  without  expecting  expertness  and  that  students 

may  comfortably  discover  economics. 

No  one  can  be  sure  what  the  ninth  grade  really  is.  But  if  it 
may  be  assumed  that  it  is  at  the  threshold  of  abstraction,  if  it  can  be 
shown  that  both  able  and  less  ready  students  can  follow  such  abstrac- 
tions, this  project  in  ninth  grade  economics  offers  this  reassurance: 
the  possibility  of  good  reasoning  as  a component  of  citizenship  is 
greater  than  many  believe.  To  this  writer,  the  extent  of  hope  depends 
in  large  measure  on  further  explorations  typified  by  this  project. 


CHAPTER  III 


CURRICULAR  MATERIALS 

The  preparation  of  the  curricular  materials  involved  the  activ- 
ities of  the  economics  team  in  formulating  a structure  of  economics,  and 
then  using  this  structure  as  the  basis  for  the  curricular  materials.  The 
structuring  of  the  materials  and  the  suggestion  of  topics  to  be  developed 
as  student  materials  was  primarily  the  responsibility  of  the  economist 
(Meno  Lovenstein).  The  Research  Associates  (Robert  Ribble  and  Frederick 
Buchanan)  were  responsible  for  the  development  of  learning  situations  to 
be  used  in  the  classroom  by  the  teachers  and  students. 

The  general  procedure  followed  in  preparing  the  initial  mate- 
rials involved  a number  of  separate  steps: 

1.  The  economist  developed  an  outline  based  on  each  one  of  the 
eighteen  major  economic  concepts  to  be  presented  during  the 
semester  course.  Part  I of  the  Teacher's  Guide  (The  Sequenced 
Outline)  contained  the  necessary  economic  content  for  each 
concept  and  related  each  concept  to  the  structure  of  economics 
as  part  of  an  unfolding  process.  Part  II  (Outline  of  Teaching 
Suggestions)  was  designed  to  facilitate  the  teaching  of  the 
discipline  of  economics  by  dividing  each  unit  into  a number  of 
manageable  learning  situations. 
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The  format  of  the  Teacher's  Guide  and  the  learning  situ- 
ations was  decided  upon  after  the  first  few  units  had  been 
submitted  to,  and  criticized  by,  the  principal  investigators. 
While  the  eighteen  units  were  designed  to  fit  into  a semester 
length  course,  no  time  limits  were  set  on  individual  learning 
situations.  Some  may  require  less  than  one  class  period  for 

presentation,  others  may  require  more. 

2.  The  learning  situations  for  each  unit  were  developed  by  the 

Research  Associates,  sometimes  jointly  and  sometimes  separately, 
but  the  final  product  was  arrived  at  only  after  close  consul- 
tation among  all  members  of  the  economics  team. 

The  Research  Associates  were  guided  in  the  construction  of 
the  learning  situations  by  the  learning  objectives  explicitly 
or  implicitly  stated  in  Lovenstein's  "Sequenced  Outline"  and  by 
the  theory  developed  by  Maccia  in  "The  Nature  of  a Discipline- 
Centered  Curricular  Approach."  During  the  preparation  of  the 
materials  stress  was  laid  upon  the  need  for  meaningful  student 
participation  in  the  discovery  of  the  main  economic  concepts 
and  a concerted  effort  was  made  to  avoid  didactic  presentations 

of  economic  "truths." 

3.  The  last  step  involved  the  preparation  of  Student  Materials. 

These  were  the  same  materials  included  in  Part  III  B,  Sequenced 
Learning  Situations,  in  the  Teacher's  Guide,  to  which  were 
added  an  Introduction.  In  no  sense,  however,  were  they  to  be 
viewed  as  a student  text  or  workbook. 
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During  the  field  testing  of  the  materials  the  cooperating 
teachers  mailed  their  critical  comments  on  the  learning  situations  and 
those  of  their  students  to  the  Social  Studies  Curriculum  Center.  At  the 
conclusion  of  the  field  test,  a conference  of  participating  teachers  was 
held  in  Columbus,  and  a free-ranging  critique  of  the  materials  was  made 
to  the  center's  staff.  In  addition,  members  of  the  staff  who  assisted 
in  scoring  the  achievement  tests  that  were  administered  to  the  students 
also  worked  on  the  revision  of  the  materials.  In  this  way  the  tests 
acted  as  a feedback  for  the  purposes  of  revision.  A program  of  direct 
classroom  observation  also  provided  feedback.  The  written  comments,  the 
oral  critique,  the  testing  program  and  the  classroom  observations  were 
all  used  as  a basis  for  modifying  the  materials  into  their  present  form.1 

During  the  revision  phase,  it  was  felt  that  a systematic  state- 
ment of  the  learning  objectives  in  the  form  of  a series  of  propositions 
would  be  a useful  aid  to  the  teacher.  The  learning  objectives  have  been 
tentatively  classified  into  categories  stated  in  Taxonomy  of  Educational 
Objectives.  Handbook  I:  Cognitive  Domain,  edited  by  B.  S.  Bloom  (New 

York:  Davis  McKay,  1956).  Although  not  made  a part  of  the  prepared 

materials,  these  objectives  are  included  in  Appendix  A. 

The  remainder  of  this  chapter  consists  of  the  revised  Teacher's 

Guide  and  the  Student  Materials. 


'For  a more  detailed  description  of  the  revision  procedures,  see 
Chapter  Four. 


TEACHER'S  GUIDE 


For  The  Teaching  of  Economics 
In  The  Ninth  Grade 


Prepared  by  the  staff  of  the  Social  Studies  Curriculum 
Center  at  the  Ohio  State  University 


TEACHER'S  GUIDE 


Introduct Ion 

The  basic  approach  in  these  materials  is  to  demonstrate  the  value  of 
structure  in  the  teaching  of  economics.  We  believe  that  an  emphasis  on  the 
structure  of  a subject  will  help  the  teacher  and  student  in  the  following 
ways: 

1.  To  recognize  the  value  of  a disci  pi i ned  analysis. 

2.  To  re-discover  the  economic  concepts  in  an  orderly  unfolding. 

3.  To  demonstrate  reasoning  about  economics. 

4.  To  retain  the  orientation. 

5.  To  relate  economi c anal  vs i s to  economi c pol ? cy. 

The  purpose  of  the  Teacher's  Guide  is  not  to  serve  as  a textbook  in  economics 
but  to  aid  the  teacher  in  recognizing  the  structure  of  economics  and  to  in- 
dicate how  such  structure  can  be  used  for  more  effective  communication  of 
economic  concepts  and  reasoning. 

By  the  structure  of  economics  is  meant:  (1)  the  division  of  the  sub- 

ject into  its  major  categories  and  (2)  the  basic  analytical  themes  which 
run  through  the  entire  subject.  Economics  may  be  divided  into  three  groups 
of  ideas:  (1)  Scarcity  and  basic  economic  decisions;  (2)  The  flow  of  goods 

and  services  and  the  flow  of  money;  and  (3)  The  coordination  of  economic 
activity.  The  basic  analytical  themes  are:  (1)  Marginal  analysis  and  (2) 

Institutions.  The  structure  of  economics  may  then  be  thought  of  as  a grid.  . 
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^*-*-**^MaJor  Categories 

Scarcity 

and 

Flow  of  Goods  and 

The  Coordination 

Basic  Economic 

Services  and  the 

of  Economic 

Ana  1 yt  1 ca  1 Themes 

Decisions 

Flow  of  Money 

Activity 

Marginal  Analysis 

Institutions 

A brief  account  of  the  major  categories  and  analytical  themes  will  pro- 
vide a definition  and  summary  of  economics. 


k Scarcity  and  Basic  Economic  Dec i s i ons 

A major  part  of  economics  is  concerned  with  the  problems  of  satisfying 

our  wants  or  needs  with  resources  which  are  scarce.  We  do  not  have  enough 

of  natural  and  human  resources  to  satisfy  al 1 of  our  wants.  Even  in  a 

country  as  rich  as  the  United  States,  many  individual  and  social  wants  (for 

example,  better  schools  and  hospitals)  are  not  fully  satisfied.  In  poorer 

# 

countries  - and  these  include  all  the  rest  of  the  world  - there  is  an  even 
greater  gap  between  the  want  or  needs  and  the  resources  available  to  satisfy 

them. 

But  the  notion  of  scarcity  need  not  be  limited  to  the  gap  between  totaj. 
wants  and  tota 1 resources..  We  also  face  the  problems  arising  from  relative 
scarcity,  that  is,  the  gap  between  a particular  want  and  the  particular 
supply  of  a good  or  service  to  satisfy  it.  Then,  too,  it  is  important  to 
distinguish  concepts  of  scarcity  from  the  notions  of  abundance  and  surpluses 
which  appear  to  contradict  the  existence  of  scarcity. 
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Our  wants  or  needs  can  best  be  understood  if  we  think  of  ourselves  as 
both  consumers  and  producers.  As  consumers  we  want  or  need  food,  clothing, 
shelter  and  a host  of  conveniences  and  luxuries  which  human  ingenuity  has 
been  able  to  create.  These  are  known  as  consumer  .goods,  and  services.  As 
producers,  we  need  tools,  machines  and  factories.  These  items  are  wanted 
not  because  the  producers  desire  them  for  their  own  personal  use  but  because 
the  producers  need  them  in  their  businesses.  These  are  wants  and  needs  which 
a society  must  also  seek  to  satisfy.  A certain  percentage  of  those  working 
will  be  employed  to  create  these  producer  goods  and  services.. 

We  say  that  goods  and  services  are  scarce  compared  with  wants,  but 
what  is  really  scarce  are  the  resources  which  go  into  the  creation  of  these 
goods  and  services.  These  components  or  elements,  called  the  factors,  of 
production,  are:  (1)  natural  resources  - these  are  the  land,  sea  and  air 

from  which  are  obtained  lumber,  minerals,  foodstuffs  and  energy;  (2)  human. 
resources,  frequently  referred  to  as  "labor",  of  course,  are  the  efforts 
contributed  by  human  beings;  (3)  capital  consists  of  the  tools  and  equipment 
which  enable  us  to  make  things  or  produce  them  more  efficiently.  (Sometimes 
the  word  "capital"  is  used  to  mean  the  money  to  buy  the  resources,  but  this 
is  a different  sense  than  the  one  used  here);  (4)  the  entrepreneur  or  manage- 
ment, meaning  the  individual  or  group  of  individuals  who  assume  the  risks 
of  deciding  what  shall  be  produced  and  who  shall  supervise  the  production. 
Some  economists  include  government  as  a fifth  factox  of  production,  for 
without  certain  government  services  (for  example,  the  money  supply)  in  most 

economies  goods  and  services  could  not  be  produced. 

Now,  because  resources  are  not  adequate  to  satisfy  all  wants,  decisions 

must  be  made.  First,  it  must  be  decided  What  to  Produce,  since  there  must 
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be  a choice.  Second,  a decision  must  be  made  about  flilocatina  the  Resources., 
that  is,  the  factors  of  production  will  need  to  be  moved  or  allocated  where 
they  are  needed.  Third,  since  resources  are  scarce,  one  must  be  concerned 
ah„Mt  Stimulating  Efficiency,  meaning  that  the  scarce  resources  should  be 
made  to  go  as  far  as  possible  by  using  them  efficiently.  Fourth,  since  there 
is  not  enough  to  satisfy  all  wants,  a decision  must  be  made  about  P'vidiHfl 
the  Goods,  and  Services  among  consumers  and  producers. 

2.  The  Flow  of  Goods  and  Services  and  the  Flow  of  Money 
The  decisions  which  have  been  noted  will  influence  the  use  made  of 
scarce  resources,  but  on  each  working  day  a stream  of  goods  and  services 
flows  from  mines,  farms,  factories,  doctors'  offices,  and  TV  shows.  But 
there  is  also  another  flow.  Those  who  have  helped  to  create  the  goods  ana 
services  will  be  paid  for  their  contributions  - rent  for  land,  wages  for 
labor,  interest  for  capital,  profit  for  the  entrepreneur  and  revenue  for 
government.  These  payments  constitute  the  flow  of  income  to  buy  the  goods 
and  services.  Economics  then  includes  a study  of  these  two  flows  and  their 

relations  to  each  other. 

2.  The  Coordination  of  Economic  Activity 

Scarcity  and  the  basic  economic  decisions  and  the  flows  of  goods  and 
services  and  money  are  common  to  all  economies.  It  is  primarily  the  method 
of  coordination  of  economic  activity  which  distinguishes  one  economic  system 
from  another.  One  needs  to  know  how  the  decisions  are  made  and  how  the  flows 
are  related.  What  are  the  social  arrangements  (institutions)  through  which 
the  economy  is  coordinated?  In  a traditional  society,  custom  will  determine 
what  is  done  with  scarce  resources.  In  the  U.  S.,  coordination  is  mainly 
provided  by  *he  market  system,  in  the  U.S.S.R.  by  planning,  and  in  democratic 


mixed  economies  (often  called  Socialist)  by  a mixture  of  the  market  system 
and  planning. 

4.  Marginal  Analysis, 

Making  a decision  or  choice  means  that  one  possible  action  must  be 
weighed  against  another.  When  one  spends  a dollar,  a comparison  is  made 
among  the  various  ways  it  could  be  spent  and  which  will  give  the  greatest 
pleasure.  A similar  idea  is  at  work  when  an  employer  has  to  decide  if  he 
should  hire  one  more  worker,  for  he  must  measure  the  cost  of  the  additional 
labor  against  the  contribution  from  the  additional  unit  of  labor.  The  de- 
cision, in  either  case,  focuses  on  the  last,  additional  or  marginal  unit. 
Marginal  analysis  in  economics,  then,  focuses  upon  the  additional  or  margin- 
al unit  in  economic  decisions.  Although  the  concept  of  marginal  analysis 
has  limitations,  it  is  widely  used  in  economics.  It  is  an  Important  element 
in  decision-making  and  very  helpful  in  demonstrating  the  nature  of  economic 

^easoni ng. 

Institutions 

An  institution  is  a social  arrangement  which  influences  how  we  think 
and  behave.  It  is  composed  of  rules,  customs  and  laws.  Marriage,  the 
family,  the  church,  the  school  are  social  institutions.  Economic  institu- 
tions influence  the  way  goods  and  services  are  produced  and  distributed. 

These  institutions  may  vary  in  different  societies  and  they  are  not  all 
present  in  every  economy,  but  a social  scientist  encountering  a human  society 
for  the  first  time  would  naturally  look  for  certain  basic  ones.  The  impor- 
tant economic  institutions  a social  sientist  would  expect  to  find  are: 

Property.  Is  ownership  private  or  public?  How  Is  the  use  of  property 


control  led? 
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Decision-making.  Are  decisions  made  according  to  custom  or  tradition, 
according  to  a plan,  or  according  to  a meeting  of  sellers  and  buyers 
in  a market? 

Regulation.  How  is  economic  behavior  controlled?  Is  it  determined  by 
tradition,  by  central  authority  through  coercion,  or  through  competi- 
tion? 

Money.  If  the  society  uses  money,  who  is  responsible  for  the  issue 
and  control  of  money?  How  are  the  savings  of  the  society  kept  and  how 
is  the  use  of  them  determined? 

Comments  on  the  Teacher 1 s Guide 

By  examining  the  Table  of  Contents  for  the  Teacher's  Guide,  one  can 
see  how  the  three  major  categories  of  economics  have  been  divided  into  18 
units  of  study.  Now  let  us  summarize  briefly  how  the  Teacher’s  Guide  offers 
assistance  in  the  presentation  of  economics.  You  will  note  that  the  same 
format  is  used  in  each  of  the  units.  The  outline  of  the  format  is  presented 
here,  accompanied  by  a comment  on  the  content  and  purpose  of  each  part. 

Format  Comments 

Part  Is  Sequenced  Outline  Part  I,  the  Sequenced  Out- 

line, is  not  a textbook  but 
a brief,  orderly,  related 
summary  of  the  concepts  in 
the  unit. 


Part  I also  includes  a sec- 
tion entitled,  “Relation  to 
other  disciplines  (il lustra- 
tions).“ The  purpose  is  to 
make  it  easier  for  the 
teacher  to  recognize  the 
relationships  of  economic 
concepts  to  those  of  the 
other  social  sciences. 
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Format  (continued) 

Part  II:  Outline  of  Teaching 
Suggestions 


Comments  (continued) 


I.  Comments  on  the  Content 

A.  Problems  in  teaching 
the  concept 


B.  The  concept  as  part 
of  the  unfolding 
structure. 

1.  Scarcity 

2.  Flows 

3.  Coordination 

4.  Marginalism 

5.  Institutional  factors 

II.  Comments  on  the  Learning 
Process 


A.  Vocabulary 


B.  Mathematical  concepts 
and  ski  1 Is 


C.  Ability  to  generalize 


Relates  the  concept  to 
previous  analysis. 

Suggests  some  general  diffi- 
culties the  idea  may  present. 

Indicates  how  the  concepts 
in  the  unit  are  related  to 
the  structure,  that  is,  the 
relations  to  the  major  cate- 
gories and  analytical  themes. 


These  comments  are  directed 
at  general  capacities  and 
skills  affecting  the  learn- 
ing of  economic  concepts. 

Certain  common  words  have 
a special  economic  meaning, 
e.g.  scarcity.  Other  words, 
e.g.  entrepreneur,  may  be 
entirely  new  to  students. 

Often  the  verbal  descrip- 
tion of  an  economic  concept 
is  basical ly  mathematical . 
For  example,  the  concept  of 
scarcity  contains  the  notion 
of  wants  being  greater  than 
goods  and  services.  These 
comments  alert  the  teacher 
to  the  mathematical  content 
of  an  economic  notion. 

Comments  here  suggest  why 
and  how  the  student  may  be 
able  to  see  the  economic 
concept  in  a wider  appli- 
cation. 
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III. 


Fo rmat  (continued) 
D.  Background 


Learning  Situations 


A.  From  Teacher  to 
Teacher 


Comments  (continued) 

Often  the  environment  will 
influence  the  ability  to 
learn,  e.g.  income  levels 
may  determine  types  of  ex- 
perience the  student  may 
have  had.  Sometimes  the 
background  may  include 
classroom  experiences. 

Finally,  there  are  experi- 
ences nearly  every  human 
being  has  which  may  help 
him  understand,  provided 
the  teacher  is  alerted  to 
the  existence  and  use  of 
that  element. 

This  section  provides  the 
teacher  with  sequenced 
learning  situations.  They 
pa ra 1 1 e 1 the  sequence  of 
economic  concepts  presented 
in  Part  I>  Sequenced  Out- 
line. The  Student  Materials 
are  the  same  as  the  learning 
situations,  but  without  the 
comments  on  the  materials, 
intended  only  for  the 
teacher. 

This  section  briefly  sum- 
marizes the  learning  situa- 
tions, shows  how  and  why 
they  follow  one  upon  the 
other. 

The  first  unit  in  each  of 
the  three  categories  in- 
cludes a chart  showing  the 
structure  and  unfolding  of 
the  concepts  from  unit  to 
unit.  It  will  provide  the 
teacher  with  an  over-view 
of  the  units  in  the  category, 
e.g.  scarcity. 

Further  comments  on  the 
teacher *s  role  are  i ncl uded 
j n £ separate  section  be  1 ow_. 
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Format  (continued) 

B.  Sequenced  Learning 
Situations 


Comments  (continued) 

The  teacher  is  provided 
with  three  to  five  learning 
situations  which  follow  the 
sequence  of  concepts.  The 
notion  of  sequence  applies 
both  to  the  position  of  a 
unit  within  the  18  units 
and  also  to  the  order  of 
presentation  of  concepts 
within  the  unit. 

The  reason  for  the  variation 
of  the  number  of  units  is 
commented  upon  in  the  sec- 
tion below  on  the  teacher's 
role. 

The  learning  situations  con- 
sist of  dialogues,  plays, 
stories,  games,  etc. 


Comments  on  Teacher's  Role 

Let  us  summarize  the  presentation  in  this  Introduction  by  focusing 
upon  the  teacher's  role. 

1.  The  effectiveness  of  the  approach  of  these  materials  depends  upon 
the  teacher's  or i entat ion  and  will? nqness  to  play  the  st ructure- 
and-discovery  game. 

2.  Playing  the  game  means  cont i nuous  emphasis  on  the  relation  of 
ideas,  that  is,  the  structure,  and  stressing  the  unfolding  or 
linking  of  concepts. 

3.  While  ideas  are  sequenced,  some  are  more  difficult  than  others, 
so  the  learning  situations  will  vary  in  length.  Hence,  in  some 
units  there  are  three  learning  situations,  in  some  as  many  as  five. 

4.  The  model  or  structure  of  the  units  ts  one  we  have  worked  on  very 
carefully.  No  doubt,  others  could  exist,  but  variations  should  be 
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as  carefully  weighed  and  developed  as  we  have  tried  to  do. 

5.  Some  flexibility  is  possible  in  the  use  of  materials.  A teacher 
may  want  to  use  some  of  the  learning  situations  as  a lecture  or 
perhaps  introduce  substitute  situations,  but  again  these  altera- 
tions should  be  carefully  worked  out  with  regard  to  the  structure 
and  unfolding. 

6.  Discovery  or  re-discovery,  we  believe,  will  be  stimulated  by  the 
recognition  of  structure  and  unfolding,  but  it  is  important  that 
both  the  teacher  and  the  student  be  i nvol ved  in  the  discovery 
through  a continuous  questioning  attitude. 

7.  Many  teachers  will  want  to  know  how  the  approach  through  structure 
and  unfolding  is  related  to  grouping.  There  is  an  inclination  to 
think  that  an  abstract  approach  can  be  followed  only  by  able  stu- 
dents. We  believe  the  structure  and  unfolding  will  enable  less 
able  students  to  see  what  the  major  ideas  and  relations  are  and 
the  more  able  students  will  be  provided  a ready  basis  for  further 
explorations. 

8.  The  absentee  problem,  never  easily  handled,  may  appear  to  offer 
more  difficulty  in  an  approach  emphasizing  the  continuity  of 
concepts.  However,  because  of  the  continuity,  it  should  be  easier 


to  fit  in  the  parts  which  the  student  may  have  missed. 
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SCARCITY  AND  BASIC  ECONOMIC  DECISIONS 
Unit  1:  Definition  of  Scarcity 

Part  I:  Sequenced  Outline 


I.  A major  division  of  economics  includes  the  concept  of  scarcity  and  the 
basic  economic  decisions  which  are  necessary  because  of  scarcity.  What 
is  scarcity?  The  term  "scarcity"  means  that  man's  needs  and  wants  are 
greater  than  the  goods  and  services  available  to  satisfy  them. 

II.  Usually,  defining  parts  of  an  idea  helps  to  make  the  notion  clearer. 

A.  Needs  suggest  necessities  and  wants  include  both  necessities  and  lux- 
uries. It  is  often  difficult  to  distinguish  necessities  from  luxu- 
ries, yet  the  distinction  is  important  since  it  influences  our  buying. 

B.  The  term  "goods"  includes  all  material  objects,  for  example,  clothing, 
food,  tools,  machines,  etc. 

C.  Services  include  the  work  of  teachers,  doctors,  salesmen,  etc. 

III.  Scarcity  can  be  thought  of  in  two  ways. 

A.  A1 1 needs  and  wants  are  greater  than  a 1 1 the  goods  and  services,  a 
comparison  of  totals. 

B.  Particular  needs  and  wants  may  be  comparatively  greater  than  the 
part i cu 1 ar  supply  of  goods  and  services  which  could  satisfy  them. 

This  situation  is  relative  scarcity. 

C.  Both  versions  of  scarcity  are  important  in  economics.  The  idea  of 
total  scarcity  indicates  why  the  subject  of  economics  exists.  The 
notion  of  relative  scarcity  is  needed  to  explain  why  there  are  prices, 
that  is,  why  one  good  or  service  may  sell  for  more  than  another. 

IV.  Goods  and  services  can  be  divided  into  sub-groups,  a division  which  proves 
very  helpful  in  economic  reasoning. 

A.  Consumer  goods  and  services  are  those  produced  for  direct  use  by 
consumers, 

B.  Producer  goods  and  services  are  created  because  they  are  needed  to 
produce  other  goods  and  services,  for  example,  tools,  machines, 
factories,  workers,  management. 

Ce  At  this  point,  the  two-fold  division  is  sufficient,  but  later,  in 
the  discussion  of  Flows  (Unit  10),  we  will  see  that  economists  also 
make  a four-fold  division  of  goods  and  services  into  those  intended 
for  (a)  consumers  (b)  producers  (c)  government  and  (d)  foreigners. 

Both  the  two-fold  and  four-fold  divisions  are  basic  in  economics. 
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The  four-fold  division  can  be  reduced  to  a two-fold  one,  for  example, 
by  including  most  of  the  government  expenditures  as  social  consump- 
tion* Foreigners  buy  as  consumers,  producers  or  governments. 

Two-Fold  Division  Four-Fold  Division 

(Two  types  of  goods  (Four  buyers  of  goods 

and  services)  and  services) 


Consumer  goods  and  services  

— — Consumers 

Government 

Foreigners* 

J 

^Foreigners,  of  course,  act  as  consumers,  businesses,  and  governments. 

V.  Relation  to  dther  disciplines  (illustrations) 

A.  Geography:  Uneven  distribution  of  world’s  resources;  effect  of 

transportation  on  availability  of  resources;  territorial  division 
of  labor  and  its  relation  to  scarce  factors  of  production. 

B.  Sociology:  Human  resources-populat ion  and  labor  force;  levels  and 

standards  of  living  as  influences  in  the  definition  of  scarcity; 
role  of  custom  and  habits  in  determining  wants. 

C.  Political  Science:  Laws  affecting  wants,  e.g.  Pure  Food  and  Drug 
Act;  laws  affecting  ownership  and  use  of  goods  and  services,  e.g. 
owning  and  operating  an  automobile;  contracts  to  buy  and  sell  goods 
and  services. 

D.  Psychology:  Variations  in  tastes  for  goods  and  services;  variations 

in  spending  and  saving;  origin  of  wants. 

E.  History:  Migrations,  wars,  in  part  caused  by  scarcity.  For  example, 

the  Peloponnesian  Wars  among  the  Greeks. 
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SCARCITY  AND  BASIC  ECONOMIC  DECISIONS 
Unit  1:  Definition  of  Scarcity 

Part  II:  Outline  of  Teaching  Suggestions 


Comments  on  the  Content 


A.  Problems  in  teaching  the  concept 

1.  The  brief  definition  of  scarcity  given  in  this  Unit  is  only  the 
beqinning  of  a definition.  Further  explanation  of  the  parts  of 
the  notion  extend  the  definition.  This  approach  means  tha  an 
idea  is  never  completely  defined;  it  acquires  more  and  more 
meaning  as  additional  implications  and  consequences  are  seen. 

2.  Later,  in  the  use  of  discovery  situations,  we  will  see  how  new 
meanings  can  be  acquired. 

B.  The  concept  as  part  of  the  unfolding  structure 

1 Scarcity:  Although  the  definition  has  been  brief  and  general, 

the  notion  will  be  clearer  when  we  examine  the  scarce  ‘actors 
of  production  (Unit  2)  and  the  basic  economic  decisions  (Units 

3,  4,  5,  and  6). 

consumers,  producers,  government,  and 
what  and  how  much  will  be  produced; 
affect  the  flow  of  goods  and  services 


2. 


3. 


Flows:  Decisions  made  by 

foreigners  will  influence 
in  other  words,  decisions 
and  the  flow  of  money. 

Coordination:  It  is  obvious  that  the  millions  of  dec i s ions  wi 1 1 

have  to  be  coordinated,  e.g.  there  must  be  some  way  to  re  a e 
the  decisions  of  consumers  and  those  made  by  producers.  Right 
now  we  are  simply  setting  the  stage  by  showing  that  scarcity  re- 
quires decisions  and  then  that  the  decisions  must  be  coordinated. 

4.  Marginal  analysis:  At  this  early  point,  we  have  not  stated  what 

the  decisions  are  or  how  they  may  be  made.  Even  so,  the  dis- 
cussion  of  necessities  and  luxuries  implies  that  it  is  easier  to 
give  up  a .last  unit  (marginal  unit)  of  a luxury  than  a necessity, 


5. 


Institutional  factors:  With  the  discussion  of  necessities  and 

luxuries,  it  is  possible  to  begin  on  an  analysis  of  customs  and 
institutions  which  influence  our  choices.  It  is  also  possib  e 
to  bring  in  the  collective  expenditures  made  through  government 


. Comments  on  the  Learning  Process 

A Vocabulary:  The  term  "scarcity"  will  be  familiar  to  most  students, 
but  defined  as  a relationship  between  wants  and  goods  and  services 
it  should  be  considered  a new  word. 
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B.  Mathematical  concepts  and  skills 

1.  Since  wants  and  needs  are  usually  greater  than  the  goods  and 
services,  the  relationship  is  one  of  inequal  ity,.  (The  svmbol 
^>means  greater  than  and  the  symbol  means  less  than.) 

2.  It  is  likely  that  the  algebra  of  inequalities  will  not  be  clearly 
defined  as  a “tool"  in  the  students  thinking,  the  general  idea 

of  inequality,  however,  does  exist  in  his  thought  processes. 

3.  Relative  scarcity  can  be  illustrated  simply. 


Want  for 
Land 


Want  for 
Labor 


Land 


Labor 


The  want  for  land  is  greater  in  proportion  to  the  land  than  the 
want  for  labor  is  to  the  quantity  of  labor.  This  is  an  illus- 
tration, not  a universally  true  statement. 

C.  Ability  to  generalize 

1.  The  concept  of  "not  enough**  is  a generalization  everyone  under- 
stands. The  emphasis  in  the  term  "scarcity"  is  to  show  that  the 
situation  is  more  general  than  most  people  realize;  also  the 
concept  is  more  specific. 

2.  The  idea  of  abundance  may  make  it  more  difficult  for  some  stu- 
dents to  see  the  generalized  notion  of  scarcity. 

D.  Background 

1.  The  concept  of  scarcity  can  be  illustrated  from  personal  experi- 
ences, with  special  attention  to  those  familiar  to  ninth  graders. 

2.  The  word  "scarcity"  will  sound  different  to  students  from  homes 
with  low  incomes. 

III.  Learning  Situations 

A.  From  Teacher  to  Teacher 

The  first  learning  situation  is  designed  to  illustrate  to  ninth  grade 

students  that  they  already  have  a considerable  informal  awareness  of 

the  problem  of  scarcity.  The  dialogue  represents  a typical  teen-age 
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conversation  on  the  theme  of  scarcity.  The  discussion  following  the 
reading  of  the  dialogue  may  be  used  to  help  the  students  see  tha  e 
notion9of  scarcity  is  much  more  complex  than  they  may  have  realize  . 

To  probe  the  complexity,  we  then  turn  our  attention  in  the  next 
learninq  situation  to  an  examination  of  goods  and  services.  It 
important  io  note  that  wants  may  be  satisfied  by  both  goods  and  serv- 
ices The  content  of  this  learning  situation  is  directed  at  showing 
that  services  as  well  as  material  goods  are  used  to  satisfy  wants. 

We  started  with  an  informal  awareness  of  scarcity,  then  examined  wants 
and  gooSsand  services.  These  explorations  have  prepared  the  way  for 
a more  sophisticated  expression  of  the  concept  of  scare  ty.  The third 
learninq  situation  establishes  a relationship  of  inequality  between 
wants  on  the  one  hand  and  goods  and  services  on  the  other.  The  mate- 
rials illustrate  two  ways  of  thinking  about  scarcity  relationships. 

Scare itv  and  Relative  Scarcity.  It  is  the  abi 1 i ty  to  see  the 
distinction  between  total  scarcity  and  relative  scarcity  that  cons  i- 
tutes  the  sophistication  aimed  at  in  this  learning  situation. 

There  may  be  a tendency  for  teachers  to  "drag  learning  sit- 

uations  by  viewing  the  time  required  for  each  one  as  the  equivalent 
of  a class  period.  This  is  not  necessarily  so.  Some  may  take  much 
less  than  one  class  period;  others  may  require  more.  For  instance, 
it  is  quite  possible  that  the  first  two  units  may  be  completed  in 

five  class  periods. 

The  following  diagram  is  a schematic  representation  of  the  expansion 
of  the  concept  of  scarcity  that  unfolds  in  the  first  six  uni  s o 
this  course  in  economics.  At  this  point,  it  is  presented  as  an 
overview  to  the  teacher.  When  the  students  have  enlarged  ^eir  def- 
inition of  scarcity  in  terms  of  the  factors  of  production  that  must 
be  combined  to  produce  goods  and  services  (Unit  2),  the  diagram  will 
be  included  in  the  student  materials. 


ECONOMICS  UNFOLDING  THE  CONCEPT  OF  SCARCITY 
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B.  Sequenced  Learning  Situations 

1.  First  Situation!  The  Teen-age  World  of  Economics 

a.  The  following  sample  dialogue  may  be  used  to  introduce  this 
unit  (Student  Materials,  page  523): 


Chuck: 

Did  you  see  Jim's  new  transistor  radio?  It's  great. 
It  even  has  a plug-in  earphone. 

Dennis: 

He  showed  it  to  me  yesterday.  1 wouldn't  mind  having 
one  but  not  for  twenty-six  bucks. 

Chuck: 

That's  a lot  of  cash!  I've  got  thirty-two  dollars 
saved  up  but  my  mom  says  1 gotta  use  some  of  it  to 
buy  clothes.  Do  you  have  to  buy  clothes  out  of  your 
money? 

Denn i s : 

Naw,  but  my  pop  always  harps  on  how  much  he  spends 
for  my  clothes  and  stuff  whenever  1 try  to  hit  him 
for  some  extra  money. 

Chuck: 

What's  the  diff?  1 get  the  money  but  1 can't  buy 
the  things  1 want  with  it.  Mom  says  1 need  shoes 
and  shirts  for  school,  so  1 tried  talking  her  into 
letting  me  get  a pair  of  loafers  for  four  bucks  and 
two  of  those  dollar  shirts  like  Steve  got  at  Lancers 
then  I'd  have  enough  to  get  the  radio;  but  right  away 
she  says  1 can't  buy  none  of  that  cheap  imported 
stuff.  She's  trying  to  talk  me  into  spending  twelve 
dollars  for  shoes  and  six  for  shirts.  If  1 buy  a 
radio  with  what's  left,  all  1 can  get  is  a junky 
one  like  Cindy's,  but  if  1 save  up  for  a good  one 
she'll  be  after  me  to  buy  socks  or  something. 

Dennis: 

1 feel  for  you.  Last  month  1 wanted  eight  bucks  for 
a new  hand  brake  for  my  bike  and  my  dad  trots  out 
his  big,  black,  budget  book  and  shows  me  how  much 
he  spent  on  me  that  month.  He  even  included  the 
twelve  dollars  for  the  dentist.  You'd  think  1 wanted 
those  cavities  filled.  1 even  tried  the  safety  pitch 
Can't  ride  the  bike  without  good  brakes  you  know.  He 
told  me  to  wal k. 

Chuck: 

1 know.  The  other  day  my  mom  started  hinting  around 
that  the  dentist  bills  should  come  out  of  my  money. 

Dennis:  i can't  wait  till  I 'm  old  enough  to  get  a job  and 

spend  the  money  the  way  1 want  to. 

b.  The  following  questions  may  be  used  to  focus  the  students' 
attention  on  the  need  for  definition  during  the  discussion 
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that  follows  the  reading  of  the  dialogue.  These  questions 
are  merely  suggestions.  The  teacher  may  find  the  direction 
of  the  discussion  may  flow  towards  the  same  end  (i.e*  defi- 
nitions  of  needs,  wants,  goods  and  services)  by  other  means: 

(1)  What  are  the  things  you  must  have  to  survive? 

(2)  What  are  some  things  that  you  want  that  are  within  your 
present  income  possibilities?  (Or  possible  for  you 
within  the  next  six  months.) 

(3)  What  are  some  things  that  you  want  that  seem  far  beyond 
your  income  possibilities? 

c.  These  questions  lead  to  the  idea  that  needs  suggest  necessi- 
ties and  wants  include  both  necess i t i es  and  luxuries.  This 
can  be  illustrated  as  follows: 


(1)  Let  us  suppose  that  Dennis  did  not  have  his  cavities 
filled.  One  afternoon  he  gets  a terrible  toothache. 
Getting  relief  from  his  toothache  now  becomes  more 
important  to  him  than  almost  all  his  other  wants.  How 
is  what  the  dentist  does  for  him  different  from  what  a 
new  hand  brake  does  for  him? 

(2)  Why  can't  both  Dennis  and  Chuck  and  their  parents  have 
everything  they  want  and  need? 

(3)  Have  the  students  make  a list  of  ten  things  that  they 
want.  These  instructions  are  given  in  the  Student 
Materials,  page  524. 

Arrange  the  list  in  order  from  one  to  ten  according  to 
things  wanted  most  to  things  wanted  least.  How  do  you 
define  the  difference  between  necessities  and  luxuries? 

2.  Second  Situation:  Goods  and  Services 

a.  The  following  illustrations  may  be  used  to  show  how  services 
might  be  compared  to  material  goods  (Student  Materials, 
page  524): 


o 
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(1)  We  can  think  of  a doctor  selling  his  services  as  if  they 
were  "packaged"  as  material  goods. 


and 


(2)  a teacher: 


and 


(3)  a policeman: 


and 


b.  The  distinction  between  goods  and  services  can  be  illustrated 
by  asking  the  students  to  list  some  things  on  which  they  have 
spent  money  during  the  last  month. 

(1)  Which  of  these  things  would  you  classify  as  goods  and 
which  as  services? 

(2)  Do  you  spend  more  on  goods  or  services? 

Both  goods  and  services  can  be  divided  into  sub-groups.  These 
sub-groups  help  us  to  reason  about  economic  decisions.  Goods 
and  services  that  are  produced  for  direct  use  by  consumers  are 
called  consumer  goods  and  services.  Producer  goods,  and  serv- 
ices are  created  because  they  are  needed  to  produce  other 
goods  and  services,  for  example,  tools,  machines,  a worker  s 

ski  11s,  etc. 

c.  From  your  knowledge  of  businesses  in  your  community  make  a 
list  with  at  least  ten  examples  of  businesses  that  deal  with 
consumer's  goods  and  another  list  of  ten  examples  that  deal 
with  producer's  goods.  Also,  find  one  example  of  a business 
that  deals  with  both  consumer  and  producer  goods. 

3.  Third  Situation:  Concept  of  Scarcity 

a.  Have  the  students  read  the  following  brief  account  (Student 
Materials,  page  526): 


48  hours 
of 

protect  ion 


2 hours 
of 

traffic  control 


one  year's 
supply  of 
algegra 


one  year's 
worth  of 
writing  ski  1 Is 


one 

appendectomy 


* two 

spinal 

x-rays 
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At  noon  on  December  1,  all  activity  in  the  United  States  stops. 
Every  single  individual  in  the  country  fills  out  a form  on 
which  they  list  everything  that  they  want  at  that  time.  At 
1:00  P.M.  the  forms  are  collected  in  the  post  offices  across 
the  land  and  sent  to  the  U.  S.  Department  of  Commerce.  Busi- 
ness firms  also  fill  out  forms  on  December  1 isting  the 
quantities  of  all  the  goods  and  services  available  for  sale 
on  that  date  and  these  forms  are  also  sent  to  the  Department 
of  Commerce.  The  data  from  these  forms  is  fed  into  computers 
and  on  January  1 the  Department  of  Commerce  discloses  that  on 
December  1 Americans  wanted  400  billion  dol  ars  worth  of  goods 
and  services  and  that  business  firms  had  only  300  billion  dol- 
lars worth  of  goods  and  services  available  to  satisfy  these 
wants.  Economists  in  America  rejoiced.  At  last  they  had  evi- 
dence to  prove  that  total  scarcity  existed.  They  could  now 
say  that  at  any  given  moment  the  total  of  all  the  wants  in  our 
society  is  greater  than  the  total  of  all  the  goods  and  services 
available  to  satisfy  these  wants.  This  could  be  illustrated 

as  fol lows : 


Total  of 
al 1 the  wants  of 
society 

> 

Total  of 

all  the  goods  and 
services  available 

The  Department  of  Commerce  has  never  conducted  such  a survey 
and  it  is  very  unlikely  that  they  ever  will.  An  important 
reason  for  not  conducting  such  a survey  is  that  most  people 
want  things  that  they  have  a reasonable  hope  of  getting.  n 

a form  that  would  ask  people  to  list  the  things  that  they 
wanted,  we  could  never  be  sure  that  people  were  limiting  them- 
selves to  only  those  things  which  they  could  reasonably  expect 
to  get.  We  could  list  several  other  objections  to  the  con- 
clusions of  our  imaginary  survey;  in  fact,  the  problems  in- 
volved  in  proving  the  existence  of  total  scarcity  are  so  great 
that  it  is  doubtful  whether  the  idea  of  total  scarcity  can 
ever  be  proved  in  this  way. 

The  idea  of  total  scarcity,  however,  helps  us  to  explain  a 
great  deal  about  the  economic  behavior  of  people  even  though 
its  existence  cannot  be  proved  with  a survey. 

b.  Returning  to  our  imaginary  Department  of  Commerce  Survey, 
suppose  that  they  had  included  the  following  table  of 
statistics: 


o 


Table  1 


Imaginary  Survey 
Department  of  Commerce 
December  1,  1 9XX 


Wants 


I tern 

1.  60,000  automobiles 

2.  40,000  regular 

TV  sets 


Dollar  Va 1 ue 
150,000,000 
6,000,000 


3.  30,000  color  TV  15,000,000 

sets 


1 . 


2. 


3. 


Goods  and  Services  Avai lable 


I tern 

30.000  automobiles 

20.000  regular 
TV  sets 


Dollar  Value 
75,000,000 
3,000,000 


10,000  color  TV 
sets 


5,000,000 


etc.  etc. 

If  we  let  ]”]  stand  for  10,000  units  of  each  of  the  above 
items  we  can  picture  the  relationship  between  wants  and 
goods  and  services  available  in  the  following  manner: 


Table  2 


G and  S 


1 tern 

Wants 

Ava i 1 abl e 

Ratio 

1 . Automob i les 

ITTH 

> 

cm 

2 to  1 

2.  Standard  TV  sets 

rrm 

> 

m 

2 to  1 

3.  Color  TV  sets 

cm 

> 

□ 

3 to  1 

We  see  in  Table  2 that  the  relationship  between  automobiles 
wanted  and  automobiles  available  (2  to  1 ) is  the  same  as  the 
relationship  between  the  number  of  standard  TV  sets  wanted 
and  the  number  of  standard  TV  sets  available  (2  to  1).  Auto- 
mobiles and  standard  TV  sets  are  equally  scarce.  But  the 
number  of  color  TV  sets  wanted  is  three  times  as  great  as 
the  number  of  color  TV  sets  available  (3  to  1 ) . We  can  there- 
fore say  that  color  TV  sets  are  relatively  more  scarce  than 
automobiles  or  standard  TV  sets.  The  comparison  of  the  degree 
of  scarcity  of  one  item  (say  automobiles)  with  the  degree  of 
scarcity  of  another  item  (say  color  TV  sets)  is  called 
rel at i ve  scare i tv. 

Even  though  we  may  never  be  able  to  discover  the  exact  degree 
of  scarcity  of  automobiles  or  the  exact  difference  between 
the  scarcity  of  automobiles  and  color  television  sets,  it  is 
helpful  for  us  to  realize  that  relative  scarcity,  as  an  idea, 
explains  much  of  society's  economic  behavior. 


- ^ -jgxsaxz^  j?j g-^xatar^m^^ 
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The  Student  Materials  contain  (Student  Materials,  page  528) 
an  additional  application  of  the  concept  of  relative  scarcity. 
The  teacher  may  find  that  as  the  student  works  out  this  second 
illustration  that  he  will  have  an  added  opportunity  to  make 
the  distinction  between  total  and  relative  scarcity. 


SCARCITY  AND  BASIC  ECONOMIC  DECISIONS 
Unit  2:  Definition  of  Factors  of  Production 

Part  I:  Sequenced  Outl ine 


I.  Scarcity  has  been  defined  as  total  wants  being  greater  than  total. 

goods  and  services  or  a pa rt i cu 1 a r want  being  relatively  greater  than 

a particular  good  or  service. 

A.  A brief  discussion  of  wants  and  needs  was  given  in  Unit  1, 

Further  analysis  will  be  given  in  Unit  3,  What  to  Produce;  and  in 
Unit  6,  How  to  Divide  the  Goods  and  Services.  Both  of  these  units 
are  better  places  to  discuss  the  various  wanters  and  what  they 
need  and  want. 

B.  In  this  unit,  the  definition  of  scarcity  will  be  further  developed 

by  exploring  what  goods  and  services  are  made  of,  namely,  the 
factors  of  production:  natural  resources,  human  resources,  capital, 

entrepreneur  and  government. 

II.  Natural  Resources 

A.  Natural  resources  are  found  in  nature,  for  example,  land,  water, 
coal . 

1.  Of  course,  knowledge  about  the  uses  of  these  elements  is  basic 
to  their  being  useful.  "Did  atomic  energy  exist  for  man  until 
he  knew  about  it?" 

2.  Later  we  will  learn  that  the  costs  involved  in  producing  and 
transporting  natural  resources  will  determine  whether  these 
are  "economic,"  that  is,  may  be  used. 

B.  Natural  resources  are  unevenly  distributed  in  the  world,  a fact 
which  will  be  drawn  upon  later  when  we  discuss  specialization. 

III.  Human  Resources 

A.  The  term  "human  resources"  is  used  broadly  to  include  all  human 
effort,  both  brain  and  brawn. 

1.  In  defining  the  people  involved  in  producing  goods  and  services, 
data  is  available  for  the  Labor  Force.  The  civilian  labor 
force  (excludes  the  military)  is  defined  as  those  14  years  old 
and  ovfer  who  are  working  or  seeking  work. 

2.  Although  included  in  data  for  the  labor  force,  two  groups  are 
usually  considered  separately  because  of  the  specific  respon- 
sibilities they  each  have  as  factors  of  production.  They  are 
0)  the  entrepreneur,  defined  below  under  V,  and  (2)  government 
personnel,  defined  below  under  VI. 
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B.  Data  for  the  labor  force  is  provided  in  a number  of  groupings 

which  help  us  understand  more  about  human  resources.  Such  groupings 
are  occupations,  industries,  age,  sex,  hours  of  work,  degree  of 
skills,  educational  background. 

IV.  Capital 

A.  Tools,  machines  and  equipment  are  examples  of  human  ingenuity 
applied  to  natural  resources  to  create  aids  to  production  and  to 
make  possible  increased  efficiency. 

B.  Tools,  machines  and  equipment  are  real  cap i tal . The  word  capital 
is  also  used  to  mean  money  capital,  that  is,  the  money  needed  to 
acquire  all  of  the  factors  of  production.  This  use  is  the  more 
familiar  one,  but  it  is  important  that  the  two  meanings  be  kept 
clear. 

C.  To  create  real  capital,  it  is  necessary  to  use  factors  of  production 
which  could  have  been  used  instead  to  make  consumer  goods  and 

serv i ces . 

1.  Both  consumer  and  producer  goods  and  services  are  being  produced 
at  the  same  time.  Since  the  factors  of  production  can  be  used 
to  produce  either  for  consumers  or  producers,  choice  is  impor- 
tant. Real  capital  helps  to  produce  more  efficiently,  but  it 

is  still  necessary  to  decide  how  much  resources  should  be 
devoted  to  creating  real  capital . 

2.  Tools  and  machines  (real  capital)  must  be  produced  (l)  to  re- 
place the  tools  and  machines  which  are  wearing  out  and  (2)  to 
add  to  the  total  amount  of  tools  and  machines  which  the  economy 
has. 

V.  Entrepreneur 

A.  It  is  necessary  that  the  factors  of  production  be  brought  together 
so  that  the  goods  and  services  may  be  produced.  The  individual  or 
groups  of  individuals  who  supervise  this  task  or  take  risks  in 
guessing  what  should  be  produced  are  called  entrepreneurs.  The 
word  "management"  is  often  used  instead  of  entrepreneur,  but  it 
suggests  corporate  management  so  it  is  too  narrow  a definition;  it 
would  leave  out  the  single  proprietor  and  the  partnership. 

B.  The  entrepreneur  may  be  defined  by  describing  his  responsibilities, 
as  in  V. A.  above,  or  by  the  legal  definition  of  the  bus i ness  unit, 
e.g.  the  individual  proprietor,  the  partnership,  the  corporation, 
the  cooperative.  Many  government  operations  resemble  businesses, 
e.g.  the  post  office,  but  they  differ  in  some  important  characteris- 
tics, e.g.  the  profit  motive  (see  comment  on  Government  which  fol- 
lows next) . 
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VI.  Government 

A Many  government  activities  are  essential  to  the  operation  of  the 
economy,  for  the  production  of  goods  and  services  could  not  go  on 
without  government,  e.g.  the  provision  and  supervision  of  the 
money  supply,  the  laws  defining  and  enforcing  contracts. 

B.  Yet  most  textbooks  in  economics  do  not  include  government  (Federal, 
state  and  local)  as  a factor  of  production.  They  do  recognize  the 
role  of  government. 

VII.  Relation  to  other  disciplines  (illustrations) 

A.  Geography:  The  theme  of  the  uneven  distribution  of  the  world's 

resources  can  be  further  explored  (see  Unit  1),  but  now  the  new 
dimension  of  transportation,  relative  fertility  of  different  lands, 
etc.,  can  be  added. 

B.  Sociology:  The  population  in  terms  of  those  participating  in  the  _ 

labor  force,  age,  sex,  skills,  etc.,  can  be  examined  in  both  economic 

and  sociological  aspects. 

C.  Political  science:  Different  laws  affecting  the  various  factors  can 

be  discussed,  e.g.  Can  one  use  land  to  grow  opium?  What  of  special 
laws  for  mothers  and  for  child  labor? 

D.  Psychology:  In  discussing  human  resources,  what  is  meant  by  brain 

and  brawn;  can  they  be  separated,  etc.? 
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SCARCITY  AND  BASIC  ECONOMIC  DECISIONS 
Unit  2:  Factors  of  Production 

Part  II:  Outline  of  Teaching  Suggestions 


I.  Comments  on  the  Content 

A.  Problems  in  teaching  the  concept 

1.  The  important  development  in  content  is  the  extension  of  the 
definition  of  goods  and  services  into  their  components.  The 
two  new  emphases  are  the  extension  itself  and  the  recognition 
that  goods  and  services,  as  with  any  idea,  can  be  more  fully 
analyzed. 

2.  While  the  factors  of  production  can  each  be  clearly  defined 
and  illustrated,  they  are  interrelated  and  often  overlap,  e.g. 
improved  land  represents  both  natural  resources  and  an  invest- 
ment of  cap i tal • 

3.  Some  terms,  e.g.  capital,  can  be  used  with  several  meanings. 

We  saw  also  that  human  resources  can  be  broadly  defined  to 
include  all  such  resources  or  all  those  except  persons  working 
as  entrepreneurs  and  for  government. 

k.  Some  texts  in  economics  refer  to  natural  resources,  human 
resources  (including  entrepreneurs  and  government)  and  man- 
made resources  (real  capital).  Many  texts  refer  to  natural 
resources  as  "land"  and  some  texts  use  the  term  "raw  materials.1 

B.  The  concept  as  part  of  the  unfolding  structure 

l.  Scarcity:  Analysis  makes  it  clear  that  what  are  ultimately 

scarce  are  the  factors  of  production  out  of  which  goods  and 
services  are  made.  There  can  be,  of  course,  relat ively  greater 
scarcity  of  land  compared  with  labor,  etc.,  and  also  relative 
scarcity  of  one  kind  of  land  (or  labor)  compared  with  another 
kind  of  land  (or  labor). 

2.  Flows:  When  the  factors  are  being  used,  one  can  think  of  them 

as  flowing  into  the  creation  of  goods  and  services.  Later  we 
will  see  that  the  payment  to  the  factors,  e.g.  wages  paid  for 
labor,  represent  a flow  of  money. 

3.  Coordination:  Since  the  factors  of  production  can  have  endless 

number  of  uses  and  can  be  combined  in  various  ways,  there  must 
be  some  way  to  coordinate  and  integrate  these  various  uses. 
Speculation  about  the  problem  of  coordination  can  be  introduced 
in  the  discussion  of  the  multiple  uses  of  the  factors  although 
the  discussion  of  coordination  will  come  later. 
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k.  Marginalism:  As  each  of  the  factors  of  production  is  employed, 

a question  can  be  raised  about  how  many  units  should  be  used 
and  the  value  of  the  last  unit  (marginal  unit).  One  could  even 
pose  the  problem  of  comparing  the  contribution  of  the  last  unit 
of  land,  say,  another  acre,  with  the  employment  of  one  other 
person. 

5.  Institutional  factors:  Institutions  are  significant  in  each  of 

the  factors,  e.g.  the  right  to  own  land  and  to  sell  it  - private 
property;  special  considerations  which  must  be  given  to  labor, 
e.g.  it  is  not  legal  to  sell  or  buy  a human  being. 

II.  Learning  Process 

A.  Vocabulary: 

l.  The  names  of  the  factors  of  production  are  excellent  examples 
of  fami 1 iar  words  used  with  special  meanings,  e.g.  labor, 
capital,  entrepreneur. 

2.  Such  terms  may  apply  to  the  same  object  but  with  different 

uses,  e.g.  a truck  used  by  the  farmer  as  a family  auto  is  both 
a producer  and  consumer  good.  Hence,  words  may  be  defined  as 
objects  or  uses. 

B.  Mathematical  concepts  and  skills 

1.  The  analysis  of  goods  and  services  into  factors  of  production 
helps  us  to  measure  or  quantify  each  of  the  factors,  e.g.  labor 
can  be  thought  of  as  the  number  of  people  working  times  the 
hours  they  work,  giving  us  a figure  for  man-hours. 

2.  Each  of  the  factors  will  have  a degree  of  scarcity  compared  with 
the  want  for  that  factor;  our  familiar  notion  of  relative 
scarcity  (see  Unit  1).  If  one  factor  is  more  scarce  than 
another  and  can  be  substituted  for  it,  one  can  calculate  the 
marginal  rates  of  substitution,  e.g.  possibly  two  workers  for 
one  acre  of  land. 

3.  The  costs  of  employing  the  factors  of  production  are  totaled 
to  indicate  the  possible  selling  price. 

C.  Ability  to  generalize 

1.  The  names  of  each  of  the  factors  of  production  are  generaliza- 
tions covering  many  items,  e.g.  natural  resources,  types  of 
labor,  etc.  Real  capital  is  illustrated  by  tools  and  machines, 
but  these  are  different;  to  see  them  as  capital  means  a 
generalization  of  the  characteristics  they  have  in  common. 

2.  Three  of  the  factors  of  production  will  offer  little  difficulty 
in  generalization,  namely,  natural  resources,  labor  and  capital; 
two  might— the  entrepreneur  and  government. 
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D.  Background:  iach  of  the  factors  can  be  illustrated  from  Personal 
experience.  Perhaps  the  contribution  by  government  will  require 
further  probing  of  their  personal  and  social  experiences. 

III.  Learning  Situations 

A.  From  Teacher  to  Teacher 

In  Unit  1 we  discovered  that  in  the  majority  of  societies  the  total 
of  human  wants  are  greater  than  the  goods  and  services  available  to 
satisfy  them.  This  unit  explores  the  elements  that  must  be  brought 
together  in  order  to  produce  goods  and  services.  Economists  ca 
these  elements  the  factors  of  production.  In  subsequent  units,  the 
definition  of  scarcity  will  be  extended  to  read:  in  the  maJ^ity 

of  societies  the  total  of  human  wants  are  greater  than  the  g 
and  services  available  to  satisfy  them  because  of  the  scare 
the  factors  of  production.  The  purpose  of  this  second  unit  is  to 

define  these  factors  of  production. 

The  first  learning  situation  moves  from  a consideration  of  produc- 
tion in  a familiar  snack  bar  setting  to  the  more  complex  situations 
found  in  an  automobile  plant  and  a dairy.  The  emphasis,  at  this 
stage,  is  on  having  the  students  create  their  own  categories  for 
comparing  the  elements  of  production  found  in  these  industries. 
ThePlast  part  of  the  learning  situation  translates  the  categories 
developedPby  the  students  into  the  formal  language  of  the  economist 

After  establishing  the  terminology,  the  remaining  learning  situa- 
tions in  this  unit  examine  the  five  factors  of  production.  The 
interaction  of  human  and  natural  resources  is  explored  first  be- 
cause it  is  this  interaction  that  leads  to  the  formation  of 
capital.  After  an  examination  of  the  meaning  of  the  term  capital, 
the  problems  involved  in  bringing  human  resources,  natural 
resources,  and  capital  together  are  discussed  in  the  earning 
situations  devoted  to  entrepreneurial  and  governmental  services 
necessary  for  production. 

B.  Sequenced  Learning  Situations 

1.  First  Situation:  What  Are  the  Factors  of  Produce  ion? 

a.  The  following  passage  may  be  used  to  elicite  from  the  stu- 
dents their  ideas  as  to  what  the  factors  of  production 
are  (Student  Materials,  page  529): 

pol ice  department  converted 
the  use  of  teen-agers  who 
. Not  only  was  the  number  of 
tself  became  a center  of 
On  any  summer  weekend  hundreds 
didn't  take  too  many  hot 
n and  the  sole  "coke"  machine 
throats  of  the  spectators. 


In  a large  American  city  a few  years  ago  the 
an  abandoned  air  strip  into  a drag  strip  for 
wished  to  try  out  their  mechanical  creations 
automobile  accidents  reduced  but  the  strip  i 
community  entertainment  for  young  and  old. 
of  spectators  flocked  to  the  drag  strip.  It 
evenings  to  make  the  public  drinking  fountai 
completely  inadequate  to  satisfy  the  thirsty 


A couple  of  high  school  students  saw  possibilities  in  this  situation: 
potential  customers  were  just  waiting  to  satisfy  their  thirst  and  hunger 
and  were  apparently  willing  to  pay  for  it. 

When  the  students  approached  one  of  the  parents  for  advice  on  the  possi- 
bility of  setting  up  a snack-bar  he  told  them  that  he'd  be  willing  to 
loan  them  money  to  begin  the  project.  Before  he  did  that,  however,  he 
asked  them  to  draw  up  a list  of  the  things  they'd  need  to  consider  before 
they  could  begin  satisfying  the  wants  of  the  drag  strip  spectators.  n 
other  words  he  was  asking  them  to  list  what  combination  of  things  would 
produce  the  items  necessary  to  satisfy  the  wants  of  the  crowds. 

What  are  the  factors  of  production  as  far  as  the  drag 
strip  snack-bar  is  concerned?  In  response  to  this 
question  students  will  probably  list  such  things  as  ice, 
soda,  freezers,  paper,  meat,  cooking  utensils,  ice-cream, 
cash,  cooks,  salesmen,  building  or  trailer  to  serve  as 
kitchen,  etc. 

In  order  to  expand  the  idea  on  more  complex  levels  the 
students  could  be  asked  to  make  two  other  columns  in  which 
they  list  the  things  that  would  be  necessary  for  the  large 
scale  production  of  automobiles  and  milk.  The  response  to 
this  would  probably  take  this  form: 


Snack-Bar 

Concession  Stand  Automobile  Plant 


Dai  rv 


paper  cups 

napkins 

ketchup 

hamburger  meat 

hot  dogs 

ice 

grill 

soda 

building  (stand) 

straws 

workers 

manager 

money 

coo 1 e r 

electricity 

1 i cense  to  sel 1 food 


steel 

cows 

tool  s 

milking  machines 

factory 

barn 

workers 

grass 

paint 

trucks 

uphol stery 

refrigerators 

gasol ine 

workers 

electricity 

manager 

rubber 

electricity 

foreman 

salesman 

manager 

money 

glass 

money 

b.  The  task  now  is  to  help  the  students  fit  these  items  into 
some  common  categories  and  relationships,  e.g.  cooks, 
mechanics,  and  farmers  are  related  as  part  of  the  labor 
force.  Ice,  steel,  and  grass  are  related  as  supplies  or 
raw  materials.  The  important  point  is  to  discover  that 
all  three  products  - hamburgers,  cars  and  milk  - are  pro- 
duced by  certain  combinations  of  the  factors  of  production 
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and  that  these  factors  may  be  categorized  under  several 
different  headings.  Such  student  classification  might 
probably  follow  this  form: 

Workers 
Suppl ies 
Money 
Management 

The  teacher  can  then  explain  that  for  the  sake  of  convenience 
and  clarity  of  understanding  economists  have  given  these 
classifications  special  names: 

(1)  Workers  and  managers  are  both  parts  of  HUMAN  RESOURCES. 

(2)  Suppl i es  (ice,  paper,  steel,  grass)  are  generally 
referred  to  as  NATURAL  RESOURCES. 

(3)  A bank  account,  lathe,  cow  or  grill  are  generally 
categorized  as  CAPITAL. 

c.  Two  important  factors  may  evade  the  student  - (4)  ENTRE- 
PRENEURIAL SKILLS  and  (5)  GOVERNMENT  SERVICES.  The  first 
of  these  may  be  viewed  as  a special  subdivision  of  human 
resources  - the  entrepreneur  does  more  than  manage  or 
labor  however,  he  takes  the  risks,  makes  major  decisions 
and  is  the  basic  coordinator  of  all  the  other  factors  of 
production  as  well  as  being  a factor  himself.  Government 
service  may  be  got  at  by  asking  questions  such  as:  Who 

prints  the  money  used  in  the  business?  Who  inspects  the 
meat  used  in  food  products?  The  object  of  this  first 
situation  is  to  enable  the  student  to  see  and  grasp  the 
idea  that  wants  and  needs  are  not  satisfied  by  rubbing 
Aladdin's  lamp.  They  can  only  be  satisfied  by  utilizing 
the  factors  of  production  in  an  appropriate  way. 

2.  Second  Situation:  Human  and  Natural  Resources 

a.  What  is  a natural  resource?  When  did  uranium  become  a 

resource?  Is  whale  oil  still  a resource?  These  questions 
and  the  hypothet ical  account  that  follows  provide  a basis 
on  which  to  develop  a more  precise  definition  of  natural 
resources.  (Student  Materials,  page  529) 


Imaginary  setting 

Before  the  invention  of  substitute  materials,  a black  shale  called  slate 
was  used  exclusively  in  the  production  of  blackboards.  (Many  persons 
still  prefer  the  natural  slate  blackboards.)  In  the  process  of  quarrying 
the  slate  large  amounts  of  inferior  shale  must  also  be  removed.  Through- 
out the  slate  district  of  eastern  Pennsylvania,  large  piles  of  this 
inferior  shale  dot  the  landscape.  This  useless  shale  is  not  considered  a 
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resource;  in  fact,  it  is  considered  a nuisance,  a blot  on  the  natural  land- 
scape. 

Now  we  will  imagine  that  a process  is  discovered  by  which  this  useless  shale 
is  changed  into  a fuel.  By  placing  the  shale  under  enormous  pressure  a 
liquid  fuel  is  extracted.  This  "fuel  ale",  as  we  will  call  it,  has  certain 
unique  characteristics:  it  is  not  affected  by  changes  in  temperature,  it 

burns  slowly  and  gives  off  ten  times  as  much  energy  per  cubic  centimeter 
as  any  existing  liquid  fuel.  The  cost  of  producing  a barrel  of  "fuel  ale", 
however,  is  thirty  times  as  g^eat  as  any  existing  liquid  fuel. 

As  man  becomes  interested  in  space  travel,  the  need  increases  for  a liquid 
fuel  that  is  not  affected  by  drastic  temperature  changes  and  requires  less 
storage  space  than  conventional  fuels.  Large  scale  production  of  "fuel 
ale"  begins.  The  shale  piles  are  fenced  and  multi-million  dollar  processing 
plants  are  erected. 

In  ten  years  the  increased  research  on  fuels  for  space  travel  favor  the  so- 
called  solid  fuels.  Production  of  "fuel  ale"  stops.  The  unused  piles  of 
inferior  shale  still  dot  the  Pennsylvania  landscape.  There  is  talk  about 
a new  use  for  the  shale  piles.  The  shale  could  be  crushed  and  used  to  form 
construction  blocks  for  buildings  in  conjunction  with  the  new  solar  heating 
units. 


b.  The  following  questions  are  also  included  in  the  Student 
Materials  as  an  aid  to  the  students  in  arriving  at  a 
definition  of  resources: 

(1)  Why  is  shale  not  considered  a resource? 

(2)  Why  did  "fuel  ale"  fail  to  become  a resource  at  first? 

(3)  What  circumstances  led  to  its  becoming  a major  resource? 

(4)  What  part  could  human  resources  have  possibly  played  in 
making  shale  a resource? 

(5)  Once  a resource  has  been  developed  how  could  it  influ- 
ence the  development  of  human  resources? 

(6)  After  you  have  thought  carefully  about  the  above  pas- 
sage and  questions,  write  your  own  definition  of  what 
a natural  resource  is. 

c.  Many  times  social  studies  textbooks  suggest  that  Paraguay 

or  some  other  un industrial ized  nation  is  relatively  poor  in 
natural  resources.  The  students  may  be  assigned  to  write  a 
paragraph  explaining  the  meaning  of  this  statement  in  terms 
of  the  preceding  definition  of  natural  resources.  For 
example,  students  may  be  asked  to  think  of  Saudi -Arabia 
before  and  after  the  discovery  of  petroleum.  / 
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d.  Our  discussion  of  natural  resources  should  have  led  stu- 
dents to  the  realization  that  a definition  of  natural 
resources  as  “those  things  provided  by  nature"  must  take 
into  account  the  influence  of  scientific  and  technological 
information  and  human  skills.  No  definition  of  natural 
resources  can  exclude  the  human  influences  which  utilize 
the  resources  and  make  them  available  as  resources.  Now 
we  will  turn  this  idea  around.  Once  a use  has  been  dis- 
covered for  certain  natural  resources  the  abilities  of 
humans  working  with  them  also  develop.  These  developed 
human  resources  in  turn  may  discover  new  science  and 
technology  if  the  necessary  physical  substances  for  their 
advancement  are  in  the  environment. 

e.  The  following  film  would  be  appropriate  for  this  unit  on 
factors  of  production.  It  deals  with  natural  and  human 
resources,  capital,  managerial  talent,  and  governmental 
services  to  production. 

"The  Nat  ion1 s Resources,"  produced  by  National  Educational 
Television  and  Radio  Center,  10  Columbus  Circle,  New  York 
19>  New  York. 


Available  from 

NET  Film  Service,  Audio  Visual  Center,  Indiana  University, 
Bloomington,  Indiana, 


or 

Encyclopedia  Britannica  Press,  Inc.,  425  North  Michigan 
Avenue,  Chicago  11,  Illinois. 

3.  Third  Situation:  Capital 

a.  The  following  short  story  and  the  accompanying  questions 

(Student  Materials,  page  531)  should  help  pinpoint  the  role 
of  capital  as  one  of  the  factors  of  production  in  a short 
term  one-man  economy: 

Green  River  Blues 

Keith  wondered  how  on  earth  he  could  have  got  into  such  a fix.  Here  he 
was,  miles  from  civilization  with  faint  chances  of  making  contact  with 
human  beings  for  days  or  perhaps  weeks.  He  sat  down  on  the  damp  sand  and 
gazed  unhappily  at  the  steep  canyon  walls.  What  had  started  as  a canoe 
trip  through  the  rapids  of  Green  River  in  western  Colorado  now  took  on  the 
appearance  of  personal  tragedy  - for  Keith  at  least. 

When  the  canoes  hit  the  last  stretch  of  turbulent  water  Keith  had  managed 
to  guide  his  craft  through  the  first  few  yards  when  suddenly  he  rammed  a 
partly  submerged  log  which  was  running  the  rapids  too.  The  canoe  spun  to 
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the  left  and  to  the  right  in  a crazy  pattern  and  in  a second  the  pleasant 
canoe  trip  turned  into  a wild  and  wet  struggle  for  survival  among  the 
swirling  waters  of  Green  River. 

When  Keith's  eyes  became  accustomed  to  the  sand-laden  water,  he  saw  his 
canoe  being  tossed  like  a paper  cup  on  the  rocks  on  the  west  side  of 
the  river.  The  remainder  of  the  canoe  party  were  rushing  through  the  half- 
mile  stretch  of  rapidly  moving  water.  Even  if  they  knew  of  his  plight, 
they  could  do  1 ittle  to  aid  him.  The  next  landing  place  was  many  miles 
downstream  where  a regrouping  had  been  previously  scheduled.  This  was  no 
time  for  a planning  session,  though.  The  foaming  waters  pushed  him  against 
his  will  and  lodged  him  between  two  massive  rocks  almost  opposite  the 
wrecked  canoe. 

Breathing  short,  hurried  gasps  of  air  he  held  onto  the  smooth  cold  rock. 

It  was  impossible  to  get  to  the  canoe,  but  beneath  the  east  wall  of  the 
canyon  at  this  point  there  was  a beach  - a strip  of  land,  at  least.  Keith 
hesitated  and  then  acted.  His  only  hope  was  to  make  it  to  the  east  bank. 
The  cold  water  began  to  numb  his  arms  and  legs,  but  with  effort  born  of 
fear  and  a last  spurt  of  energy  he  struggled  across  the  narrow  channel  of 
swift  flowing  water  and  clambered  on  to  the  sandy  shore. 

He  was  not  alone  - lizards  scattered  in  all  directions  as  he  made  his  way 
to  a higher  level  - flies  buzzed  around  his  head.  He  saw  in  an  instant 
that  he  couldn't  go  anywhere.  Beyond  the  few  jasmine  bushes  and  willows 
the  canyon  walls  rose  precipitously  to  the  cloudless  sky.  His  hands 
clutched  at  the  damp  sand  and  he  threw  it  vengeful ly  at  the  turbulent 
water.  He  began  to  think  - if  only  he  had  followed  instructions  about  • • 
oh,  well,  what  good  was  there  in  worrying  about  what  he  had  or  hadn't  done. 
At  least  he  was  alive  and  he  could  do  something  to  stay  that  way.  He 
began  to  survey  the  situation  and  laid  out  on  the  sand  his  total  posses- 
sions: one  knife,  some  string,  a small  first  aid  kit  strapped  to  his 

belt  and  28$  in  cash.  Oh,  for  a hamburger,  he  thought,  but  quickly  real- 
ized that  hamburger  stands  are  not  too  common  on  the  isolated  beaches  of 
Green  River.  The  28$  was  worthless  for  the  present. 

A movement  in  the  small  pool  of  water  to  his  left  drew  his  attention.  In 
one  of  the  many  side  pools  formed  by  water  escaping  from  the  main  current 
of  the  Green  as  it  swirled  past  rocks  and  logs,  he  saw  the  fleeting  form 
of  fish.  His  hunter's  instinct  came  into  play  and  he  fashioned  a hook 
from  one  of  the  safety  pins  in  the  first  aid  kit.  Baiting  it  with  a 
crudely  made  worm  in  the  form  of  a piece  of  band-aid  he  lowered  it  into 
the  pool  on  the  end  of  the  string.  Eventually  he  landed  a fish. 

At  least  he  wouldn't  starve,  he  thought,  and  then  he  said  slowly  to  him- 
self, "Raw  f i s h 1 1 1 The  idea  revolted  him  and  he  cast  about  for  some 
alternatives.  He  needed  fire,  but  how  could  he  get  fire.  The  afternoon 
sun  had  just  begun  to  hit  his  side  of  the  canyon  and  he  had  noticed  a coke 
bottle  near  the  water's  edge.  He  smashed  the  bottle  against  a rock  and 
using  the  thick  bottom  began  to  focus  the  sun's  rays  on  the  dry  bark  of 
a dead  willow.  It  was  a tedious  process,  but  after  20  or  30  minutes  smoke, 
then  flame,  began  to  emerge  from  the  bunch  of  tinder-dry  bark.  Later  he 
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felt  much  like  a caveman  as  he  crouched  over  the  small  fire  and  licked  the 
last  morsel  of  fish  from  his  fingers. 


The  sky  was  beginning  to  cloud  over  and  his  thoughts  turned  to  shelter  and 
sleep  for  that  night.  A cooling  breeze  began  to  move  through  the  canyon. 

He  was  really  a caveman,  he  thought,  without  a cave.  Selecting  the  largest 
of  the  rocks  scattered  on  the  higher  level  he  decided  to  use  it  as  one  side 
of  a lean-to.  With  his  knife  he  cut  into  the  willow  stand  and  after  much 
bending  and  pulling  and  hacking  he  managed  to  produce  poles  which  he  used 
as  rafters  for  his  lean-to.  He  covered  them  with  a mixture  of  dry  bark 
and  grass  and  hoped  for  the  best  in  case  of  rain. 


He  kept  the  fire  burning  in  spite  of  the  smoke  the  green  wood  was  producing. 
"Better  to  have  the  smoke,"  he  sputtered,  "than  to  be  eaten  al ive  by  gnats." 
Besides,  it  could  lead  to  his  rescue  if  anyone  took  the  trouble  to  look  for 
him.  He  became  depressed  at  that  thought  and  began  to  wonder  if  he  was 
worth  looking  for.  "Anyone  as  stupid  as  I am  deserves  to  be  lost,"  he  mut- 
tered under  his  breath.  Thoughts  of  how  he  could  be  rescued  crowded  into 
his  mind  until  finally  he  gave  up  and  crawled  into  his  home  and  went  to 
sleep. 


A water  ouzel  seeking  its  first  food  of  the  day  awoke  him  next  morning  with 
its  short,  sharp  cries.  He  stirred  himself  with  difficulty  from  his  hard 
bed  of  sand  and  grass.  Sand  seemed  to  be  everywhere  - in  his  eyes,  nose, 
ears  and  throat.  His  neck  was  raw  with  the  pressure  of  damp  sand  on  the 
life  jacket  he  had  used  as  a pillow.  Staggering  to  the  water1 s edge  he 
tried  to  wash  the  sleep  from  his  eyes  and  in  the  process  added  more  sand. 
"Sand  and  water  everywhere  and  not  a bite  to  eat,"  he  thought  as  he  tried 
to  locate  the  canoe. 


It  was  still  held  securely  in  the  grips  of  the  rocks.  In  the  canoe  were 
the  things  he  needed  so  that  he  could  exist  for  a few  days  at  least: 
canned  fruit,  beans,  flour;  a saw,  flashlight,  matches  and  ...  he 
stopped  short.  He  was  wasting  his  time  again.  The  canoe  was  as  worth- 
less to  him  as  his  28$.  He  couldn't  make  use  of  things  he  didn't  have  at 
h i s d isposal . 

He  thought  back  on  the  stories  he  had  heard  about  Robinson  Crusoe  and  the 
Swiss  Family  Robinson.  They, had  managed  to  survive  alright  but  they  had 
the  fortune  to  land  on  South  Sea  Islands  with  plenty  of  fruit  and  animal 
life.  He  didn't  exactly  relish  the  idea  of  roasted  lizard  but  if  . . . 
well,  he  decided  to  wait  and  see  if  the  day  would  bring  rescue. 

In  the  meantime  he  set  about  making  himself  more  comfortable.  A few  old 
wooden  crates  had  been  washed  ashore  and  he  took  them  apart  using  a hand- 
sized rock.  He  straightened  out  the  nails  and  used  the  wood  and  nails  to 
reinforce  the  roof  of  his  lean-to. 

The  fish  in  the  pool  were  still  biting.  This  time  he  cooked  the  fish  by 
wrapping  them  in  layers  of  wet  leaves  (and  the  ever  present  sand!).  He 
wondered  how  many  different  ways  he  could  cook  fish  - dry  it,  roast  it, 
boil  it  - no,  he  didn't  have  a pot!  He  could  always  preserve  it  by  drying 
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it  on  a board,  but  that  would  only  be  done  if  he  wasn*t  rescued  shortly. 
Rescued  - he  rolled  the  word  on  his  tongue  as  if  it  were  dessert.  How 
much  he*d  appreciate  all  the  things  he  had  grown  accustomed  to  at  home. 

Just  then  he  looked  up  to  see  in  the  distance  a group  of  river  runners 
approaching  the  rapids.  Their  rubber  rafts  fairly  bounced  from  wave  to 
wave.  Keith  rushed  to  the  river*s  edge  and  waved  his  hands  wildly.  As 
they  approached  they  spotted  his  canoe  and  then  turned  to  see  him  jumping 
frantically  on  the  shore.  The  leading  raft  was  maneuvered  into  the 
channel  fringing  the  sand  and  Keith  almost  threw  himself  bodily  on  it. 

As  he  recounted  the  happenings  of  the  last  two  days  to  the  expedition 
members  he  was  almost  too  excited  to  talk  distinctly.  One  word  recurred 
time  and  time  again.  A weather-beaten  man  in  the  uniform  of  a Colorado 
State  Game  Warden  looked  suddenly  half  serious.  "Did  you  say  fish?" 

"Yes,"  said  Keith,  "I  caught  them  in  a side  pool."  "I  suppose  you  have  a 
license  for  fishing,"  the  warden  asked.  Keith  felt  in  his  back  pocket 
and  pulled  out  a sodden  piece  of  paper  - his  fishing  permit.  Yep  - his 
fishing  had  been  legal,  fully  authorized  by  the  State  Game  Commission. 

b.  The  following  questions  may  be  used  to  focus  discussion  on 

the  concept  of  capital  covered  in  the  story; 

(1)  What  items  in  the  story  were  used  by  Keith  as  real 
capital ? 

(2)  What  goods  were  produced  by  this  real  capital? 

(3)  Which  factors  of  production  were  used  by  Keith  to 
produce  the  real  capital? 

Comment:  Real  capital  involves  a cho i ce  between 

using  them  to  (1)  produce  consumer  goods  for  the 
direct  use  of  the  consumer”  (2)  develop  producer 
goods  used  for  the  production  of  consumer  goods. 

(k)  Into  which  of  the  abov  categories  would  the  follow- 
ing items  fall? 

fish-hook 

fish 

coke  bottle 
willow  Doles 
f i rewood 

rock  (used  to  smash  bottle) 

knife 

leaves 

bark 

Comment:  Real  capital  enables  man  to  satisfy  his 

wants  more  efficiently. 

(5)  How  did  having  a knife  prove  of  value  to  Keith? 
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(6)  Would  a razor  blade* or  saw  have  been  more  or  less 
ef f ic ient? 

(7)  Would  the  28$  be  considered  capital  in  this  par- 
ticular situation? 

i 

4.  Fourth  Situation:  The  Entrepreneur  (Student  Materials,  page  53*0 

a.  The  role  of  the  ENTREPRENEUR  as  one  of  the  factors  of 
production  may  be  approached  by  utilizing  an  actual  case 
study.  The  following  deals  with  the  rise  of  the  steel 
industry  in  the  United  States  and  its  major  entrepreneur, 
Andrew  Carnegie. 


Steel ^ 


Before  the  1850's  the  only  way  to  produce  steel  was  by  the  costly  crucible 
process.  As  a result,  steel  was  expensive  and  its  uses  limited.  In  the 
1850's  the  discoveries  of  Bessemer  and  Kelly  solved  the  problem  of  carbon 
content,  and  the  result  was  a 2/3  drop  in  steel  prices.  Steel  was  now 
available  for  rails,  structures,  machines,  and  a myriad  of  other  uses. 

Despite  the  discovery  of  the  Bessemer  process,  the  American  steel  industry 
did  not  develop  overnight.  The  techniques  were  new  and  the  risks  were 
high.  The  demand  for  steel  was  there,  but  someone  had  to  be  willing  to 
bear  the  risk,  to  sell  the  steel,  and  to  raise  the  large  amounts  of 
necessary  finance. 


The  Building  of  the  Industry 

In  Andrew  Carnegie  the  economy  had  such  a person.  Carnegie  was  particularly 
well  suited  to  the  task.  His  first  job  had  been  with  the  Pennsylvania  Rail- 
road and  he  well  knew  the  railroads'  need  for  a long-1 ived  heavy-duty  rail. 
Moreover,  he  had  maintained  close  relations  with  many  of  the  leaders  of  the 
industry.  More  recently  he  had  been  associated  with  a numoer  of  1 ron  firms 
in  the  Pittsburgh  area  and  with  the  Keystone  Bridge  Company.  From  the  iron 
firms  he  learned  something  of  heavy  metal  production  problems  and  from  the 
bridge  company  of  the  potential  market  for  structural  steel.  In  addition 
to  his  work  experience,  Carnegie  possessed  yet  another  talent  that  was  to. 
contribute  to  his  success  in  the  new  steel  industry.  He  was  experienced  in 
bringing  together  the  finance  needed  to  acquire  large  amounts  of  capital. 

He  had  launched  both  his  iron  enterpri 

by  bringing  together  groups  of  strangers,  each  with  some  money  to  invest. 
Although  the  steel  mill  was  larger  than  any  of  his  previous  ventures,  the 
financial  problem  was  really  the  same. 


1 Lance  E.  Davis,  The  Growth  of  Industrial  Enterprise:  I860- 1^,4.  Pub- 

lished in  cooperation  with  Scott,  Foresman  and  Company.  Copyright . 1964, 
Curriculum  Resources,  Incorporated.  Pp.  6-12.  Reproduced  by  permission 


In  1872  Carnegie  launched  the  Carnegie  Steel  Corporation.  His  first  mill 
was  the  J.  E.  Thompson,  and  his  first  product  was  steel  rails.  Gradually 
he  and  his  partners  expanded  their  operations  to  include  a number  of  new 
plants  (some  built,  some  acquired  from  less  successful  owners)  and  a full 
range  of  steel  products. 

Labor 'Problems 

Problems  of  risk  and  capital  acquisition  were  not  the  only  ones  that  faced 
Carnegie.  As  his  firm  grew  (and  as  other  firms  entered  the  industry  and 
began  to  compete  for  workers)  he  found  that  he  needed  additional  laborers 
to  man  the  mills.  Because  of  the  early  technology  of  steel  production  (a 
technology  that  required  two  tons  of  coal  for  every  ton  of  iron  ore)  the 
mills  were  located  near  the  coal  fields.  As  the  industry  grew  there  were 
insufficient  workers  in  that  area  to  meet  th^  demand  for  labor.  To  some 
extent  the  new  mills  attempted  to  train  people  who  migrated  from  nearby 
farms,  but  this  was  insufficient  to  meet  t!,e  rising  demand  for  steel.  As 
a result,  inmigrants  from  abroad  (first  from  Germany  and  then  from  eastern 
Europe)  were  induced  to  come  to  Pittsburgh  to  man  the  blast  furnaces. 
Although  it  is  impossible  to  determine  exactly  how  many  immigrants  found 
employment  in  the  mills,  we  do  know  that  the  number  of  foreign-born  in 
Pennsylvania  rose  from  one  in  six  in  1870  to  one  in  four  in  1910.  More- 
over, if  local  histories  and  newspapers  are  to  be  believed,  the  proportion 
in  the  steel  towns  must  have  been  much  higher.  Carnegie  himself  leaned 
heavily  on  immigrant  labor  and  his  best  mill  manager  (and  later  a partner) 
was  William  Borntraeger,  a German  who  could  not  speak  English  when  he  first 
went  to  work  for  Carnegie. 

Competition 

Although  Carnegie's  remained  the  largest  firm,  others  were  quick  to  imitate 
his  success.  Within  a few  years  National,  American  and  a host  of  others 
had  begun  to  produce  steel  by  the  new  process.  Because  of  the  competitive 
threat  of  these  new  firms,  Carnegie  could  not  rest  on  his  laurels.  As  a 
result  both  Carnegie  and  his  competitors  quickly  innovated  the  open 
hearth  furnace,  which  provided  more  control  over  the  steel -making  process. 
Within  a few  years  the  Bessemer  furnace  that  had  given  birth  to  the 
industry  was  relegated  to  a secondary  position.  In  1872,  when  Carnegie 
started  in  business,  the  steel  industry  had  produced  only  a few  thousand 
tons.  By  1887  production  was  almost  6 million  tons,  and  at  the  turn  of 
the  century  output  had  risen  to  almost  25  million  tons. 

The  Birth  of  U.  S.  Steel 

But  the  story  of  steel  was  not  yet  finished.  The  capital  requirements, 
always  large,  had  increased  with  the  adoption  of  the  open  hearth  tech- 
niques. Moreover,  Carnegie  and  some  of  the  industry's  other  leaders  saw 
that  even  more  financial  resources  would  be  needed  to  acquire  iron  and 
coal  mines  if  the  firm's  source  of  supply  were  to  be  protected.  John  D. 
Rockefeller  had  gained  control  of  a large  portion  of  the  Mesabi  iron 
range  in  Minnesota  and  he  showed  the  industry  the  value  of  its  raw 
materials.  Carnegie  had  been  able  to  finance  some  of  this  additional 
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investment,  but  many  of  the  other  firms  could  not.  J.  P.  Morgan,  the 
financier,  saw  in  this  shortage  a chance  to  put  together  a single  firm. 

It  was  to  embrace  all  phases  of  production  (mines,  railroads,  shipping 
lines,  blast  furnaces,  steel  mills,  and  fabricating  plants)  and  produce 
not  only  rails  and  structural  steel  but  wire,  tubing,  and  the  new  alloys 
as  well.  Carnegie1 s retirement  gave  Morgan  the  chance  to  bring  together 
not  only  Carnegie's  holdings  but  also  Rockefeller's  iron  mines,  Federal 
Steel,  American  Steel  and  Wire,  the  Bessemer  Steam  Ship  Company,  National 
Steel,  National  Tube,  American  Bridge,  American  Sheet  Steel,  and  a number 
of  lesser  companies.  Thus  the  United  States  Steel  Corporation  was  born. 
With  this  new  giant  in  the  field,  the  nation's  output  of  steel  continued 
to  rise  and  by  1920  output  had  reached  60  million  tons.  Moreover,  by 
that  year  new  firms,  including  Bethlehem  and  Inland,  although  small  by 
the  standards  of  U.  S.  Steel,  had  risen  to  take  part  of  the  market  from 
the  dominant  firm. 

The  Impact  of  Steel  on  the  Economy 

Nor  does  the  story  end  with  the  steel  firms  themselves.  The  impact  of 
Carnegie,  Morgan,  and  the  others  was  felt  in  all  parts  of  the  economy. 

In  I860  the  size  of  machines  was  limited  by  the  strength  of  their  wooden 
or  cast  iron  components.  By  1900,  the  day  of  the  wooden  machine  had 
passed.  There  were  practically  no  size  limits  on  those  made  of  the  new 
steel.  The  railroads  of  i860  had  used  iron  rails,  but  these  rails 
limited  the  size  of  the  rolling  stock  to  about  eight  tons  and  wore  out 
in  two  or  three  years.  By  1905,  the  steel  rails  carried  cars  of  70  tons 
and  lasted  up  to  ten  years.  In  almost  every  large  city,  new  high-rise 
buildings  were  pushing  their  way  skyward.  As  long  as  the  main  structural 
material  had  been  wood,  building  height  could  not  exceed  five  or  six 
stories.  With  steel,  however,  skyscrapers  (the  Woolworth  and  Flatiron 
buildings,  to  name  two)  of  over  50  stories  were  built. 

b.  The  following  questions  may  be  used  to  center  discussion 

on  the  role  of  the  entrepreneur: 

(1)  Why  do  you  think  Carnegie  decided  to  manufacture 
steel  rails  rather  than,  say,  paper  clips  or  safety 
pins? 

(2)  What  risk  was  involved  in  his  decision? 

(3)  What  change  in  his  decision  might  have  occurred  if 
motor  vehicles  and  air  transport  planes  had  been 
invented  and  developed  in  1 87^+? 

(4)  What  special  personal  skills  aided  Carnegie  in  the 
development  of  his  corporation? 

(5)  Carnegie  said  that  he  wanted  his  epitaph  to  read, 
"Here  lies  the  man  who  was  able  to  surround  himself 
with  men  far  cleverer  than  himself."  How  did  this 
ability  add  to  his  success? 
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(6)  What  might  have  been  the  result  if  Carnegie  had  been 
unable  to  use  immigrant  labor?  What  alternative 
choices  could  he  have  made  and  still  succeed  in 
developing  his  business? 

(7)  Why  was  Carnegie  able  to  acquire  capital  to  finance 
his  steel  company  while  others  failed  to  get  the 
necessary  capital? 

(8)  How  did  Carnegie  as  entrepreneur  "lead,  focus  and 
channel  human  and  physical  resources"  in  the 
production  of  steel  rails? 

5.  Fifth  Situation:  Government  as  a Factor  of  Production 

(Student  Materials,  page  537) 

a.  In  the  previous  learning  situation  we  discussed  the  role 
of  the  entrepreneur  in  bringing  together  natural,  human 
and  capital  resources  for  production.  This  production, 
however,  does  not  take  place  in  a vacuum,  it  occurs  in  an 
environment  and  certain  conditions  must  be  present  before 
production  can  take  place.  The  environment  must  be  fairly 
stable.  Some  degree  of  stability  must  exist  before  the 
entrepreneur  will  risk  bringing  human,  natural,  and 
capital  resources  together  for  production.  Such  stability 
is  aided  by  government  services  performed  at  the  local, 
state,  or  national  level.  There  is  no  general  agreement 
about  where  the  services  should  be  performed  or  how 
extensive  the  services  should  be;  however,  these  policy 
questions  will  be  studied  later.  At  this  point,  we  are 
only  concerned  with  the  minimum  government  serv ices 
necessary  for  production. 

b.  The  role  that  government  should  play  in  the  economy  is 
still  being  debated.  Some  economists  do  not  consider 
government  services  as  a factor  of  production.  Studies 

of  the  emerging  nations  of  Asia,  Africa,  and  South  America, 
however,  highlight  certain  government  services  as  factors 
necessary  for  production.  Four  areas  of  government 
services  stand  out  clearly  in  this  connection:  1.  the 

provision  and  protection  of  transportation  routes,  2.  the 
provision  and  supervision  of  the  money  supply,  3.  the  laws 
defining  and  enforcing  contracts,  4.  the  definition  and 
protection  of  property. 

To  help  us  see  the  role  of  government  as  a factor  of 
production,  let  us  imagine  what  would  happen  if  all  of 
these  basic  governmental  services  were  eliminated.  We 
will  write  the  first  part  of  t:his  tale  and  let  you  com- 
plete it. 
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Nihilos  Against  the  World 

About  ninety-eight  million  miles  away  from  the  star  known  to  earthmen  as 
Proxima  Centuri  exists  a small  planet  called  Nihilos.  They  have  been 
successful,  however,  in  keeping  their  existence  a secret  from  the  prying 
eyes  and  ears  of  earth1 s optical  and  radio  telescopes  by  shielding  them- 
selves with  a hydrogen  emission  barrier.  Earthmen  assume  that  the  "noise" 
they  pick  up  on  their  radio  telescopes  comes  from  a highly  contracted, 
dying  star;  what  they  call  a black  dwarf. 

The  atmosphere  of  Nihilos  is  very  similar  to  Earth's  atmosphere;  but, 
since  Nihilos  is  a greater  distance  from  her  sun,  evolution  has  occurred 
more  rapidly  than  on  Earth.  In  short,  Nihilosians  need  a new  home.  They 
have  more  effective  weapons  than  earthmen  possess  but  they  cannot  use  them 
for  fear  of  permanently  destroying  the  Earth's  atmosphere  and  environment. 
The  Grand  Council  of  Nihilos  decided  on  a strategy  that  would  make  earthmen 
defenseless  against  even  such  conventional  weapons  as  guns  and  tanks. 

Hypnosis  was  the  key  to  the  strategy.  While  earthmen  were  concentrating 
their  equipment  on  one  of  their  moon  shots,  five  small  space  craft  each 
carrying  three  Nihilosians  landed  at  five  different  secluded  areas  on  the 
Earth.  With  the  aid  of  a device  known  as  a Synaptron,  they  were  able  to 
lock  in  certain  thought  patterns  in  the  minds  of  earthmen  whom  they 
choose  as  subjects--maybe  we  should  say  victims.  Each  earthman,  thus 
synaptrized,  was  able  to  transfer  his  thoughts  into  the  minds  of  every 
human  being  he  came  in  contact  with.  The  plan  which  the  Nihilosians 
programmed  into  the  minds  of  the  unsuspecting  earthmen  called  for  the 
creation  of  an  ant i -government  party.  This  party  called  for  a step  by 
step  elimination  of  all  government  services.  Rather  than  become  involved 
with  the  usual  earth  arguments  over  what  government  should  or  should  not 
do,  they  struck  at  the  very  heart  of  all  governments.  The  famous  "Four 
Steps"  were: 

1 • All  building,  maintenance,  and  protection  of  roads,  railroads, 
harbors,  and  air  strips  by  government  must  stop. 

2.  All  government  control  and  regulation  of  the  money  supply  must  end. 

3.  All  laws  defining  and  enforcing  contracts  must  be  repealed. 

4.  All  laws  defining  and  protecting  property  must  be  repealed. 

Although  the  ant i -government  party  came  into  control  in  every  country  of 
the  world,  the  records  for  the  United  States  give  the  most  interesting 
account  of  the  step  by  step  disintegration  and  the  eventual  take-over  by 
the  Nihilosians. 

In  July  1976,  just  three  months  after  the  printing  of  the  first  Anti- 
Government  Party  publication,  D.  E.  Stroy,  their  leader,  was  in  White 
House.  All  local  and  state  governments  were  already  abolished,  the  former 
president  was  impeached  and  found  guilty,  Congress  had  voted  itself  out  of 
existence  and  D.  E.  Stroy  had  won  a unanimous  election  with  the  promise 
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to  enact  the  "Four  Steps."  A small  group  of  "hard  heads"  were  immune  to 
the  Synaptron.  They  put  up  an  insignificant  resistance  and  were  soon 
rounded  up  and  shot. 

As  the  "First  Step"  was  put  into  operation  a scramble  took  place  among 
private  individuals  to  buy  up  roads,  harbors  and  maintenance  equipment. 

Toll  gates  were  erected  along  all  major  roads,  sometimes  as  many  as 
twenty-five  in  a hundred  mile  stretch  of  road.  The  rates  varied  enor- 
mously, but  the  average  cost  of  travelling  a hundred  miles  was  $18.00. 
Trucking  companies  bought  large  stretches  of  roadway.  In  some  cases  these 
companies  refused  to  allow  competing  trucking  companies  to  use  their  roads 
and  in  all  industries  that  required  extensive  transportation  of  raw 
materials  or  finished  products,  the  price  of  the  products  skyrocketed. 
Because  of  these  transportation  difficulties,  the  total  production  of  the 
country  was  drastically  reduced,  but  the  citizens  were  thoroughly  synap- 
trized  and  the  following  year  the  "Second  Step"  was  taken. 

The  "Second  Step"  called  for  the  elimination  of  all  government  control 
and  regulation  of  the  money  supply.  D.  E.  Stroy  closed  all  the  Federal 
Reserve  Banks  and  sold  all  the  gold  at  Fort  Knox  to  private  individuals. 
Every  commercial  bank  started  printing  its  own  money. 

What  effect  does  this  have  on  production?  Using  your  imagination,  complete 
the  story. 

6.  Sixth  Situation:  Combining  the  Factors  of  Production 

(Student  Materials,  page  539) 


a.  The  previous  learning  situations  analyzed  the  factors  of 
production  separately.  Before  production  can  take  place, 
obviously,  the  factors  of  production  must  be  brought 
together. 

b.  The  following  assignment  asks  the  students  to  explore  this 
process  of  combining  the  factors  of  production: 

Assign  each  student  a short  "research"  paper  in  which  they 
would  be  required  to  describe  a local  product  or  business 
in  terms  of  the  five  basic  factors  of  production.  For 
instance,  the  student  can  use  his  own  observations  or 
interview  the  owner  or  manager  of  a local  bakery,  dairy, 
gas  station,  lumber  yard,  etc.  A short  sketch  of  when  the 
business  was  established  and  why  it  was  established  could 
be  followed  by  an  account  of  how  natural  resources,  etc. 
play  a part  in  the  business.  Can  the  students  find  examples 
of  past  businesses  which  failed  because  of  the  absence  of 
one  or  more  of  the  factors  of  production?  A similar  re- 
search project  could  be  conducted  through  use  of  library 
materials. 
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SCARCITY  AND  BASIC  ECONOMIC  DECISIONS 
Unit  3:  What  to  Produce 

Part  I:  Sequenced  Outline 


I.  A general  discussion  of  scarcity  was  presented  in  Unit  1.  In  extending 
the  definition,  Unit  2 contained  an  analysis  of  the  factors  of  production, 
that  is,  the  components  of  goods  and  services.  Now  we  will  further  ana- 
lyze needs  and  wants  as  we  face  the  first  basic  economic  decision,  What 
to  Produce. 

A.  The  need  to  make  the  decision  arises  from  the  scarcity  of  the  factors 
of  production. 

B.  Since  there  are  not  enough  factors  of  production  to  produce  every- 
thing we  may  want,  it  is  necessary  to  decide  which  goods  and  services 
and  how  much  of  each  should  be  produced. 

II.  Of  course,  the  number  and  kinds  of  goods  and  services  are  endless,  but 
for  purposes  of  analysis,  they  may  be  divided  into  either  two  or  four 
groups  (Unit  1,  Part  I). 

A.  The  two-fold  division:  consumer  and  producer  goods  and  services 

1.  Consumer  goods  and  services  are  those  produced  for  d i rect  use 
by  consumers,  e.g.  food  and  clothing. 

2.  Producer  goods  and  services  are  created  because  they  are  needed 
to  produce  other  goods  and  services,  e.g.  tools,  machines,  fac- 
tories, workers,  management.  Producer  goods  are  the  same  as 
real  capital.  Producer  services  are  the  workers  they  hire. 

B.  The  four-fold  division  of  goods  and  services  and  its  relation  to  the 
two-fold  division  was  briefly  discussed  at  the  end  of  Unit  1,  Part  I. 

C.  The  reasons  for  the  division  of  goods  and  services  into  either  a two- 
fold or  four-fold  division  will  become  clearer  later  in  the  discussion 
of  Flows.  At  this  stage,  the  two-fold  division  is  adequate,  since  it 
leads  us  into  main  elements  of  the  decision,  What  to  Produce. 

III.  The  decision  about  making  consumer  goods  and  services  or  producer  goods 
and  services  is  actually  a choice  between  present  vs.  future  goods  and 
services. 

A.  The  farmer  who  eats  the  corn  he  should  have  saved  for  planting  would 
be  choosing  a bowlful  of  corn  now  at  the  cost  of  a bushel  next  year . 

B.  A choice  must  be  made,  then,  in  using  our  scarce  resources:  how  much 

should  go  for  consumer  goods  and  services  to  be  used  up  in  a short 

period  of  time  (say,  a year)  and  how  much  for  producer  goods  and 
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services  which  will  increase  productivity  for  a long  period  of  time? 
The  choice  is  between  "present"  versus  "future"  goods  and  services. 


1.  From  the  discussion  of  capital  (Unit  2),  we  know  that  real  cap- 
ital  increases  efficiency  or  productivity. 

2.  Although  the  tool  or  machine  will  be  bought  at  one  time,  it  will 
last  for  a period  of  time.  It  will  contribute  to  efficiency  in 
the  first  year  and,  as  it  continues  to  be  used,  will  contribute 
to  efficiency  in  future  years. 

a.  "Future"  goods,  then,  applies  not  only  to  next  year's  output 
but  that  of  subsequent  years. 

b.  The  period  of  production  may  be  a year  or  a part  of  the 
year  (i.e.  seasonal). 

IV.  Now,  acquiring  the  producer  goods  (real  capital)  means  saving  and 
i nvestment . 


A.  We  know  that  each  year  both  consumer  goods  and  producer  goods  are 
created. 

1.  When  consumers  spend . they  pay  for  consumer  goods.  Where  does 
the  money  come  from  which  goes  to  buy  the  producer  goods? 

2.  Producer  goods  are  paid  for  with  the  savings  of  the  entire  econ- 
omy. Savings,  then,  are  income  received  but  not  used  for  consumer 
goods.  When  these  savings  are  used  by  producers  to  buy  producer 
goods  created  during  the  year,  the  purchase  is  called  investment. 
Note,  the  economist  is  using  the  words  "savings"  and  "investment" 
with  special  meanings.  He  is  talking  about  the  use  which  the 
economy  makes  of  its  total  income.  These  topics  will  be  dis- 
cussed fully  under  Flows,  particularly  in  Unit  11. 

B.  The  emphasis,  at  this  point,  is  that  in  the  decision,  What  to  Produce, 
we  are  making  fundamental  choices  when  we  spend  our  money  for  con- 
sumers goods  and  services  or  when  we  save  (do  not  spend)  and  the  money 
is  used  to  buy  (invest  in)  producer  goods  and  services. 

V.  The  decision,  What  to  Produce,  means  that  we  must  also  decide  on  the  total 
amount  of  goods  and  services  we  wish  to  produce,  that  is,  on  the  level 
of  output. 

A.  By  working  longer  hours,  employing  more  people  (younger  and  older), 
we  could  increase  the  output,  e.g.  during  World  War  II. 

j*  j*.  • 

B.  If  we  increase  the  amount  of  real  capital,  we  make  it  possible  to 
increase  output. 

C.  We  could  decide  not  to  increase  the  output  of  goods  and  services, 
but  to  have  more  leisure. 
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VI.  Finally,  every  society  must  have  customs,  laws  and  institutions  through 
which  the  decision,  What  to  Produce,  can  be  made. 

A.  These  customs,  laws  and  institutions  make  up  the  economic  system. 

B.  These  systems  will  be  discussed  at  length  under  Coordination  (Units 

15  through  17).  Grossly  simplified: 

1.  In  a traditional  society,  the  decision,  What  to  Produce,  is  made 
through  customs  and  traditions,  e.g.  agriculture  in  an  Indian 

vi 1 lage. 

2.  In  a market  economy  - illustrated  by  the  U.  S.  economy  - the 
decision  is  made  through  a chain  of  markets.  When  the  consumer- 
makes  a purchase,  the  act  of  buying  is  a signal  which  is  passed 
on  to  the  retailer,  then  to  the  wholesaler  and  finally  to  the 
manufacturer.  Sometimes  this  purchase  or  signal  is  called  the 
"dol  lar  vote.'* 

In  a planned  economy  - illustrated  by  the  economy  of  the  U.S.S.R. 
the  decisions  are  set  by  a plan,  e.g.  a 7-y®ar  pl^n. 

VII.  Relation  to  other  disciplines  (illustrations) 

A Geography:  The  decision  about  what  to  produce  is  often  influenced 

by  geographical  factors,  e.g.  availability  of  resources,  nearness 
to  markets,  physiographic  difficulties  for  transportation. 

B.  Sociology:  As  already  indicated,  customs  and  institutions  play  an 

important  part  in  the  coordination  of  economic  activity.  They  are 
usually  imbedded  in  the  culture,  e.g.  both  in  traditional  societies 
and  in  advanced  ones. 

C.  Political  Science:  Many  economic  institutions  affecting  decisions 

are  expressed  in  written  laws,  e.g.  contracts,  private  property. 

D.  Psychology:  When  choices  are  made,  the  psychology  of  the  consumer 

and  producer  must  be  explored  to  see  how  psychological  factors  will 
influence  the  decisions,  e.g.  one  individual's  view  of  present  vs. 
future  goods  and  services  will  differ  from  another's. 
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SCARCITY  AND  BASIC  ECONOMIC  DECISIONS 
Unit  3:  What  to  Produce 

Part  II:  Outline  of  Teaching  Suggestions 


I.  Comments  on  the  Content 

A.  Problems  in  teaching  the  concept 

1.  In  Unit  2,  the  discussion  of  the  factors  of  production  extended 
the  meaning  of  scarcity  by  analyzing  further  the  components  or 
elements  of  goods  and  services. 

2.  In  recognizing  that  scarcity  - a basic  circumstance  or  situation 
compels  an  individual  or  society  to  face  or  make  a decision,  we 
are  extending  the  definition  of  scarcity.  We  are  examining  more 
fully  a situation  and  its  relation  to  institutions  for  handling 
it  and  we  are  beginning  to  examine  the  relation  of  analysis  and 
pol icy. 

3.  The  decision,  What  to  Produce,  is  one  of  four  (see  Unit  1,  Defi- 
nition of  Economics).  All  economic  decisions  may  be  grouped 
under  these  four  basic  ones. 

4.  The  decision,  What  to  Produce,  implies  (a)  the  need  to  group 
goods  and  services  (two-fold  or  four-fold  division),  (b)  a rec- 
ognition of  the  different  consequences  of  producing  consumer  and 
producer  goods  and  services,  (c)  an  examination  of  how  producer 
goods  are  acquired,  (d)  the  need  to  set  the  level  of  output,  and 
(e)  the  need  to  provide  a social  mechanism  for  making  the  deci- 
sion. These  implications  are  related  to  eac i other  and  follow 
logically,  one  from  the  other. 

B.  The  concept  as  part  of  the  unfolding  structure 

1.  Scarcity:  The  fact  of  scarcity  makes  it  necessary  to  make  basic 

economic  decisions.  The  decision,  What  to  Produce,  requires  an 
exploration  of  the  elements  involved  in  such  a decision  (see 

i tern  4 above) . 

2.  Flews:  The  two-fold  or  four-fold  division  of  the  goods  and 

services  being  produced  indicates  that  the  flows  can  likewise 
be  divided:  goods  and  services  into  consumer  and  producer;  the 

flow  of  money  into  the  amount  spent  for  consumer  goods  and  the 
amount  saved  and  i nvested  in  producer  goods. 

3.  Coordination:  The  need  to  make  the  decision,  What  to  Produce, 

means  that  a method  of  coordination  must  be  provided  for  making 
this  decision. 


4.  Marginalism:  In  making  the  choice  between  consumer  goods  and 

services  and  producer  goods  and  services,  the  point  of  choice 

is  to  compare  the  gain  from  an  additional  unit  of  consumer  goods 
and  services  with  an  additional  unit  of  producer  goods  and  serv- 
ices, e.g.  the  value  of  a marginal  unit  of  clothing  compared 
with  the  marginal  unit  of  investment. 

5.  Institutional  factors:  The  system  through  which  the  decisions 

are  made  are  composed  of  customs,  laws  and  institutions.  Another 
example,  financial  institutions  involved  in  collecting  and  redis- 
tributing the  money  savings. 

II.  Comments  on  the  Learning  Process 

A.  Vocabulary 

1.  The  terms  "present"  and  "future"  goods  are  unfamiliar  uses  of 
time  and  will  require  special  attention. 

2.  The  words  "spending",  "saving",  and  "investment"  are  familiar 
words  used  with  special  meanings.  Of  course,  in  economics  they 
are  also  used  with  their  more  familiar  meanings.  Caution  and 
exercise  will  be  necessary  in  establishing  the  special  meanings. 

B.  Mathematical  concepts  and  skills 

1.  The  concept  of  marginalism  in  the  choice  of  consumer  and  producer 
goods  and  services  (see  marginalism  above)  can  be  illustrated 
with  a mathematical  example  (see  also  Mathematical  skills  under 
Unit  2). 

2.  The  concept  of  efficiency  or  productivity  (to  be  discussed  in 
Unit  5)  is  a relation  of  output  to  input.  The  beginning  of  the 
idea  is  used  in  the  notion  of  the  contribution  of  real  capital 
to  efficiency. 

3.  The  choice  of  making  a producer  good  and  influencing  the  output 
of  future  goods  demonstrates  a choice  which  has  a series  of  con- 
sequences, that  is,  the  choice  is  the  first  step  in  a process. 

C.  Ability  to  generalize 

1.  The  two-fold  and  four-fold  division  of  goods  and  services  illus- 
trates the  need  to  group  items  in  order  to  make  analysis  easier. 

In  grouping  millions  of  consumer  goods  and  services,  one  is 
choosing  a major  characteristic,  namely  that  they  are  intended 
for  direct  consumption  by  consumers. 

2.  Similarly,  in  the  notions  of  saving  and  investment,  the  division 

is  based  upon  the  general  idea  of  the  funds  for  acquiring  producer 
good  and  the  act  of  purchasing  the  current  output  of  producer 
good.  Other  aspects  of  saving  and  investing  are  not  discussed 
here,  for  example,  the  role  of  financial  institutions.  / 
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III. 


n Backaround:  The  perspective  of  looking  at  choices  between  consumer 

and  producer  goods  and  spending,  saving  and  investment  may  net,  on 
rhe  Surface  appear  part  of  the  student's  world,  yet  some  sigmf  cant 
examples  blTfound,  e.g.  saving  and  investing  some  of  tha.r  allow- 

ancePto  buy  an  electric  soldering  iron  or  a bicycle  with  which  to 
deliver  newspapers. 

Learning  Situations 

A.  From  Teacher  to  Teacher 

The  second  unit  extended  the  definition  of  scarcity  by  illustrating 
that  the  scarcity  of  goods  and  services  is  due  to  the  fact  that  the 

factors  of  production  are  either  insufficient  or  not arcufof 
to  keep  pace  with  the  wants  of  society.  Because  of  this  scarcity 
the  factors  of  production,  almost  every  society  must  face  the 
lowing  basic  economic  decisions: 

1 . What  to  produce? 

2.  How  to  allocate  the  factors  of  production  (resources)? 

3.  How  to  stimulate  efficiency  of  production? 

4.  How  to  distribute  the  production  among  the  members  of  the 
soc i ety? 

This  unit  explores  the  economic  concepts  involved  in  the  decision  - 
What  to  Produce?  Obviously  part  of  this  decision  is  outsi  e o e 

discipline  of  economics.  The  goals  of  a society  are  ma i nly  deter- 
mined bv  historical  and  cultural  influences,  but  the  economic  con- 
cepts  g'i  ve  us  a framework  for  understanding  the  economic  implications 

of  these  non-economic  influences. 

At  the  end  of  Unit  1,  we  briefly  mentioned  the  two-fold  division  of 
goods  and  services  made  by  economists.  This  separation  of  consumer 
goods  and  services  from  producer  goods  and  services  (real  capital) 
is  very  helpful  in  analyzing  a societies  decisions  aoout  - What  to 
Produce?  Although  not  all  goods  and  services  fall  neatly  into  one 
category  or  the  other,  enough  of  them  do  and  we  can  get  a picture 
of  the  decisions  of  a society  in  terms  of  the  amount  of  prese.n^  goods 
and  services  (Consumer  goods  and  services)  it  wants  as  compared  with 
the  amount  of  future  goods  and  services  (Producer  goods  and  services) 

it  hopes  for . 

By  making  use  of  an  imaginary  society  and  its  resources  and  some  > 
elementary  arithmetic,  the  first  and  second  learning  situations  give 
the  students  an  opportunity  to  discover  the  economic  effects  of  goals 
in  terms  of  present  and  future  goods  and  services.  While  this  rela- 
tionship can  be  explained  verbally,  we  felt  that  the  verbal  explana- 
tion would  not  allow  the  student  the  excitement  of  discovery.  We 
have  used  situations  that  call  upon  them  to  make  some  simple  computa- 
tions. Each  student  is  making  decisions  for  a whole  society.  He  is 
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a planner.  Consequently,  the  learning  situations  illustrate  condi- 
tions which  are  akin  to  a planned  economy,  and  not  the  market  oriented 
economy  of  the  United  States.  It  is  easier  to  understand  the  choice 
between  present  and  future  goods  in  the  context  of  a planned  economy 
than  in  a market  economy.  When  the  student  has  discovered  the  choice 
at  work  in  the  planned  orientation,  he  should  be  prepared  for  the 
third  lesson  which  deals  with  the  conflict  between  present  and  future 
goods  in  the  complex  setting  of  a market  economy. 

The  main  objective  of  the  unit  is  a presentation  of  the  conflict  be- 
tween the  desires  of  a society  in  terms  of  present  and  future  goods 
and  services,  and  not  a comparison  of  planned  and  market  economies. 

That  comparison  will  be  made  in  later  units  concerned  with  Coordination. 

B.  Sequenced  Learning  Situations 

1.  First  Situation:  The  objective  of  this  situation  is  to  have  the 

students  recognize  that  the  scarcity  of  the  factors  of  production 
forces  men  to  make  decisions  about  what  to  produce.  (Student 
Materials,  page  541) 

a.  In  order  to  involve  the  students  in  the  type  of  decision- 
making process  which  links  the  concept  of  scarcity  with  the 
decisions  about  what  to  produce,  we  have  created  an  artifi- 
cial situation.  It  is  artificial  only  in  the  sense  of  arbi- 
trarily reducing  the  variables  to  manageable  proportions, 
but  it  is  realistic  in  terms  of  the  relationship  involved. 

Note:  In  the  following  illustration  we  have  reduced  the 

quantities  involved  in  order  to  minimize  computations.  For 
example,  we  will  deal  with  a community  of  100  persons  rather 
than  a population  in  the  millions  and  we  will  deal  with  only 
five  wants  instead  of  thousands. 

b.  Let  us  think  of  a community  of  100  persons  living  in  an  ad- 
vanced industrial  country.  Let  us  further  suppose  that  these 
people  are  able  to  produce  food,  houses,  automobiles,  refrig- 
erators, and  television  sets  within  their  own  community. 

c.  Now  we  will  give  this  imaginary  community  a pile  of  the  fac- 
tors of  production  and  rather  than  try  to  deal  with  compar- 
isons of  dollars,  tons,  bushels,  degrees  of  skill,  etc.,  we 
will  talk  about  units  of  natural  resources,  units  of  human 
resources,  units  of  capital,  units  of  entrepreneurial  skill 
and  units  of  government  services. 

Note:  This  idea  of  a unit  may  require  some  preliminary  ex- 

planation on  the  part  of  the  teacher.  We  suggest  that  the 
teacher  initiate  this  lesson  with  a discussion  of  units  of 
measurement. 

Suggested  introduction  to  the  1 essons  The  teacher  may  borrow 
some  pieces  of  coal,  limestone,  iron,  etc.  from  the  science 
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department  and  a set  of  square  blocks.  Let  the  piece  of  coal 
represent  50,000  tons  of  coal  which  in  turn  is  represented 
by  one  block. 


piece  of  i ron 


50,000 

tons  of  coal 


30,000 

tons  of  i ron 


& 


one  block 


& 


one  block 


40,000 

man  hours 
of  skilled 
labor 


& 


one  block 


plastic  figure 

(Additional  examples  may  be  given  if  necessary.) 

When  we  have  separated  all  the  resource  blocks  into  five 
piles  representing  the  factors  of  production,  we  are  then 
ready  to  assign  to  each  factor  of  production  a given  number 
of  units. 


Natural 

Resources 


Capital 

Resources 


Entrepre- 
neur ial 


Govern- 

mental 


Resources  Resources 


Units  Ready  for  Use: 

1,100  1,100 


1 ,000 


400 


400 


d.  Wh  n the  teacher  feels  that  the  students  are  comfortable  with 
the  term  "unit"  of  resource,  he  will  refer  the  students  to 
the  following  table  that  appears  in  the  Student  Materials, 
page  542: 
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Table  I:  RESOURCE  UNITS  OF  EACH  FACTOR  OF  PRODUCTION  REQUIRED  FOR  INDIVIDUAL 

ITEMS  WANTED 


In  t*hi<;  imaainarv 

UNITS  OF  FACTORS  OF  PRODUCTION  REQUIRE 

:d 

in  Lll  1 9 i may  iiiai  y 

community  of  100 
persons,  in  order 
to  produce: 

Natural 

Resources 

Human 

Resources_ 

Capital 

Resources^ 

Entrepren. 

Resources^ 

Gov't. 

Resources^ 

one  automobile 
we  need  ► 

6 

6 

» 

3 

2 

1 

one  house 
we  need  

15 

8 

10 

3 

2 

one  refrigerator 
we  need  

2 

2 

1 

1 

1 

one  television 
set  we  need  * — 

5 

12 

8 

3 

1 

one  year1 s supply 
of  food  for  one 
person  we  need—^ 

1 

l f 

1 

1 

1 

Note:  The  choice  of  these  numbers  is  arbitrary.  We  are  not 

concerned  in  this  lesson  with  the  precise  amounts  or  quality 
of  the  resources  involved  in  the  production  of  the  items 

chosen. 

e.  Table  II  (Student  Materials,  page  542)  gives  the  amounts  of 
each  factor  of  production  that  are  ready  for  immediate  use. 
(potentially  more  resources  are  available.) 

Table  II:  RESOURCE  UNITS  OF  EACH  FACTOR  OF  PRODUCTION  AVAILABLE  FOR 

IMMEDIATE  USE 


FACTORS  OF  PRODUCTION 


Natural 

Human 

Capital 

Entrepren. 

Gov ' t . 

Resources 

Resources 

Resources 

Resources 

Resources 

1,100 

1,100 

1 ,000 

400 

400 

f.  Table  II  may  be  thought  of  as  a "resource  pile"  which  sets 
certain  limits  on  the  number  of  automobiles,  houses,  refrig- 
erators, television  sets,  and  food  that  can  be  produced  in 
the  community  of  100.  Since  the  resources  are  scarce,  the 
students  must  decide  which  products  (goods  and  services)  they 
want  most.  The  exercise  in  the  Student  Materials  book  asks 
them  to  decide  which  products  they  want  most  and  how  many 
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of  each.  Such  an  ordering  is  called  a "priorities  list"  by 
economists. 

Example  - a student  may  decide  upon  the  following  priority 
list: 


Jack's 

Item  of  Production 
Automob i 1 es 
Houses 


Priority  List 

Number  of  Items  Wanted 

5 

20 


Refrigerators  10 

Television  Sets  2 

Food  100  (Supply  of  food  for  a year) 

Jack  has  made  a decision  for  20  houses,  so  in  order  to  cal- 
culate the  amount  of  the  factors  of  production  20  houses  will 
use,  he  multiplies  20  by  the  number  of  units  necessary  to 
produce  one  house  (see  Table  I).  In  this  case  20  houses 
would  require  (15  x 20)  300  units  of  natural  resources.  In 
order  to  discover  if  he  can  satisfy  the  community's  wants 
with  the  available  factors  of  production  Jack  must  calculate 
how  many  units  each  item  of  production  will  require  and  then 
compare  his  result  with  the  available  resources  given  in 
Table  II.  Using  the  above  priority  list  Jack  compiled  the 
fol lowing  results: 


Jack's  Priority  List 

FACTORS  OF  PRODUCTION  REQUIRED 

Consumer 

Goods 

Number 

Wanted 

Natural 

Resources 

Human 

Resources 

Capital 

Resources 

Entrepren. 

Resources 

Gov't. 

Resources 

Automob i les 

5 

30 

30 

15 

10 

5 

Houses 

20 

300 

160 

200 

60 

40 

Refrigerators  10 

20 

20 

10 

10 

10 

Television 

Sets 

2 

10 

24 

16 

6 

2 

Food 

100 

100 

400 

100 

100 

100 

Totals 

1 460 

634 

341 

186 

157 

He  has  kept  his  totals  well  within  the  limits  of  the  factors 
of  production  available  (Table  II).  Note  that  he  has  not 
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fully  utilized  the  available  factors  of  production,  nor  does 
he  have  to.  However,  we  would  say  that  his  decisions  hav© 
led  to  an  economy  operating  far  below  its  potential. 

g.  Another  student  suggested  the  following  priority  list: 

Diane's  Priority  List 


Item  of  Production 

Number  of  Items  Wanted 

Automobiles  * 

50 

Houses 

40 

Refrigerators 

40 

Television  Sets 

50 

Food 

100  (Supply  of  food  fo 

This  resulted  in  the  consumption  of  the  following  amounts 
of  the  factors  of  production: 


1) ! anp 1 <;  Priori  tv  List 

FACTORS  OF  PRODUCT  1 ON 

1 REQUIRED 

Consumer 

Goods 

Number 

Wanted 

Natural 

Resources 

Human 

Resources 

Capital 

Resources 

Entrepren. 

Resources 

Gov 1 1 . 
Resources 

Automob i 1 es 

50 

300 

300 

150 

100 

50 

Houses 

40 

600 

320 

400 

120 

80 

Refrigerators 

40 

80 

80 

40 

40 

40 

T e 1 ev i s i on 
Sets 

50 

250 

600 

400 

150 

50 

Food 

100 

100 

400 

100 

100 

100 

Totals 

1,330 

1,700 

1 1,090 

510 

320 

When  you  compare  the  total  factors  of  production  consumed 
by  Diane's  priority  list  with  the  available  factors  of 
production  listed  in  Table  II  you  will  see  that  it  is  impos- 
sible for  the  community  to  produce  all  the  items  on  her 
priority  list.  The  scarcity  of  the  factors  of  production 
will  force  her  to  reduce  the  amounts  of  her  priority  list. 
The  amount  of  factors  of  production  available  controls  what 
goods  will  be  produced.  Diane  forgot  that  the  factors  of 
production  are  limited  and  was  unable  to  satisfy  the  demands 
of  the  priority  list. 
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h.  Your  own  set  of  values  will  determine  what  kind  of  priorities 
you  will  adopt.  If  you  feel  that  everyone  ought  to  have  two 
cars  and  two  television  sets,  you  will  need  to  cut  down  on 
some  other  items  such  as  food  or  houses.  Remember,  too,  that 
your  choices  must  be  within  the  limits  set  by  Table  II*  ^ The 
blank  forms  below  will  aid  you  in  setting  up  your  priority 
list  for  Preston  and  in  calculating  the  units  of  factors  of 
production  that  must  be  consumed. 

I tern  of  Production  Number  of  Items  Wanted. 

Automobiles  — 

Houses  

Refrigerators  

Television  Sets  

Food  


You  will  need  to  refer  to  Table  I and  Table  II  (Student 
Materials,  page  5^2)  in  order  to  complete  your  calculations. 


Your  Priori  tv  List  | 

1 FACTORS  OF  PRODUCTION  REQUIRED 

Consumer  Number  1 

Goods  Wanted  II 

1 Natural 
1 Resources 

Human 

Resources 

Capital 

Resources 

Entrepren. 

Resources 

Gov't. 

Resources 

Automob i les 

Houses 

Refrigerators 

Television 

Sets 

Food 

Totals 

2.  Second  Situation:  Discussion  of  Present  Versus  Future  Goods 

(Student  Materials,  page  5^5) 

a.  This  learning  situation  is  directed  at  the  illustration  of 
time  and  process  as  part  of  economic  decision-making.  It 
takes  the  question  'What  to  Produce?"  that  was  introduced 
in  the  first  lesson  and  adds  to  that  discussion  the  time 
element  as  part  of  the  decision.  If  a society  is  going  to 
survive  over  a long  period  of  time,  it  must  make  some  deci- 
sions in  the  present  that  will  provide  for  future  production. 
The  individual  may  say  - "I  will  consume  less  today  in  order 
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that  I will  have  more  next  year  and  also  more  for  my  grand- 
children." Nations  must  also  think  in  terms  of  future  pro- 
duction and  provide  for  it  in  present  decisions.  However, 
the  desire  for  increasing  future  production  is  counterbalanced 
by  the  desire  for  present  consumption. 

b.  The  materials  for  this  lesson  are  designed  to  create  a sit- 
uation in  which  the  students  will  discover  the  interaction 
of  these  conflicting  desires  for  present  consumption  and  for 
increased  future  production. 

c.  The  students  will  use  Table  I and  Table  II  from  the  first  sit- 
uation along  with  Table  III  and  Table  IV  which  are  printed 

at  the  beginning  of  the  second  situation. 

d.  Table  III  describes  the  amounts  of  each  factor  of  production 
that  must  be  used  for  producer's  goods.  It  offers  four 
choices  to  the  student.  He  may  decide  to  use  just  enough 

of  the  resources  for  producer  goods  to  replenish  the  resource 
pile  or  he  may  decide  on  one  of  the  three  choices  which 
result  in  growth  of  the  resource  pile. 

e.  Table  IV  describes  the  amounts  of  each  factor  of  production 
that  are  available  for  future  production  in  terms  of  the 
"Growth  Rate"  selected  by  the  student  in  Table  III. 
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Table  III:  RESOURCE  UNITS  REQUIRED  FOR  PRODUCTION  OF  PRODUCER  GOODS  AT  THE 

DIFFERENT  GROWTH  LEVELS 


Economic  Growth 

UNITS  OF  FACTORS  OF  PRODUCTION 

Level s 

Natural 

Resources 

Human 

Resources 

Capital 

Resources 

Entrepren. 

Resources 

Gov 1 1 . 
Resources 

C„atic  0 — no  growth; 
this  level  just  re- 
places original 
amount  of  factors  of 
production 

300 

100 

300 

50 

50 

Growth  I--low  rate 
of  growth;  this  level 
provides  a moderate 
increase  in  the 
amount  of  the  factors 
of  production 

400 

150 

450 

100 

100 

Growth  II--moderate 
rate  of  growth;  this 
level  provides  a 
moderate  increase  in 
the  amount  of  the 
factors  of  production 

500 

200 

600 

150 

150 

Growth  III — high  rate 
of  growth;  this  level 
provides  a high  in- 
crease in  the  amount 
of  the  factors  of 
production 

600 

250 

750 

200 

200 

Table  IV  shows  you  the  units  of  factors  of  production  avail 
able  for  future  production  at  any  one  of  the  four  growth 
levels  during  the  second  twenty  year  period. 


Table  IV:  RESOURCE  UNITS  AVAILABLE  FOR  FUTURE  PRODUCTION 


If  in  Table  III 
you  chose: 

Static  0— then  for 
the  second  period  of 
production  you  will 
have  — ► 

UNITS  OF  FACTORS  OF  PRODUCTION 

Natural 

Resource^ 

Human 

Resources 

Capital 

Resources 

Entrepren. 

Resources^ 

Gov 1 1 . 
Resources 

1,100 

1,100 

1 ,000 

400 

400 

Growth  I— then  for 
the  second  period  of 
production  you  will 
have  — ► 

1,200 

M50 

1,450 

450 

450 

Growth  IX— then  for 
the  second  period  of 
production  you  will 
have  — 1 ■*» 

1 ,400 

1 ,200 

1 ,600 

550 

550 

Growth  III— then  for 
the  second  period  of 
production  you  will 
have  ► 

1 ,800 

1,250 

1,750 

700 

700  1 

f.  We  will  work  on  the  materials  for  this  second  situation  in 
the  fol lowing  order: 


(1)  We  will  each  decide  on  a priority  list  as  we  did  in  the 
first  situation,  but  this  time  we  will  include  producer's 
goods  in  our  priority  list. 

(2)  The  inclusion  of  producer  goods  in  our  priority  list 
means  that  we  must  choose  one  of  the  levels  in  Table  III 
(either  Static  0,  Growth  I,  Growth  II,  or  Growth  III). 

(3)  We  will  then  subtract  the  amounts  of  the  factors  of 
production  used  at  the  level  we  have  chosen  from  the 
original  resource  pile. 
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Steve's  Priority  List 
(First  Twenty  Year  Period) 


Item  of  Production 

Number  of  Items  Wanted 

Consumer  Goods 

Automob i les 

15 

Houses 

20 

Refrigerators 

20 

Television  Sets 

10 

Food 

100 

Producer  Goods 

Growth  I Level 

Note:  The  priority  list  is  based  on  the  use  of  resources 

over  a twenty  year  period.  If  Steve  decides  to  use  some  of 
the  original  resource  pile  so  that  he  can  produce  producer 
goods  for  Growth  I,  then  will  have  to  subtract  the  appro- 
priate amount  of  resources  from  the  original  resource  pile 
before  he  begins  to  calculate  the  amounts  used  to  produce 
the  consumer  goods  on  his  list. 

Here  is  how  Steve  laid  out  his  calculations: 


UNITS  OF 

FACTORS  OF 

PRODUCTION 

Natural 

Resources 

Human 

Resources 

Capi tai 
Resources 

Entrepren. 

Resources 

Gov't. 

Resources 

From: 

Original  resource 
pi  1 e 

1,100 

1,100 

1,000 

400 

400 

Subtract : 

Resource  units  needed 
for  Growth  Level  I 

- 400 

- 150 

- 450 

- 100 

- J00 

Result : 

Resource  units  avail- 
able for  consumer 
goods 

700 

950 

550 

300 

300 

1 

Steve  used  the  available  factors  of  production  to  provide  a 
comfortable  standard  of  living  for  Preston  during  the  first 
twenty  year  period.  In  addition  he  made  sure  enough  units 
of  the  factors  of  production  were  reserved  for  producer  goods 
so  that  there  would  be  growth  during  the  second  twenty  year 
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period.  The  number  of  units  Steve  used  for  the  production 
of  consumer  goods  and  services  in  the  first  period  are  listed 
in  the  following  table: 


Steve's  Priority  List 

UNITS  OF 

FACTORS  OF  PRODUCTION 

Consumer 

Goods 

Number 

Wanted 

Natural 

Resources 

Human 

Resources 

Capital 

Resources 

Entrepren. 

Resources 

Gov't. 

Resources 

Automob i 1 es 

15 

90 

90 

45 

30 

15 

Houses 

20 

300 

160 

200 

60 

40 

Refrigerators 

20 

40 

40 

20 

20 

20 

Television 

Sets 

10 

50 

120 

80 

30 

10 

Food 

100 

100 

400 

100 

100 

100 

Totals 

580 

810 

445 

240 

185 

9» 


During  the  first  twenty  year  period  the  population  of  Preston 
did  not  remain  the  same.  More  people  were  born  than  died 
so  that  by  the  time  the  second  period  began  the  population 
had  risen  from  100  to  120.  This  rise  in  population  must  be 
considered  carefully  in  any  attempt  to  plan  for  future  growth. 


/ 


With  a population  of  120,  Steve  decided  upon  the  following 
priority  list  for  the  second  twenty  year  period. 

Steve's  Priority  List 
(Second  Twenty  Year  Period) 


Item  of  Production 

Number  of  Items  Wanted 

Consumer  Goods 

Au.tomob  i 1 es 

20 

Houses 

10 

Ref r i gerators 

20 

Television  Sets 

15 

Food 

120 

Producer  Goods 

Growth  II  Level 

Using  Table  IV  on  the  next  page,  locate  the  same  Growth 
Level  that  Steve  chose  for  the  first  twenty  year  period 
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Table  IV:  RESOURCE  UNITS  AVAILABLE  FOR  FUTURE  PRODUCTION 


If  in  Table  III 
you  chose: 

Static  0--then  for 
the  second  period  of 
production  you  will 
have  ■ — 

UNITS  OF  FACTORS  OF  PRODUCTION 
AVAILABLE  FOR  FUTURE  PRODUCTION 

Natural 

Resources 

Human 

Resources 

Capital 

Resources 

Entrepren. 

Resources^ 

Gov 1 1 . 
Resources 

1,100 

1,100 

1 ,000 

400 

400 

Growth  I--  then  for 
the  second  period  of 
production  you  will 
have  ► 

1 ,200 

1,150 

1,450 

450 

450 

Growth  II — then  for 
the  second  period  of 
production  you  will 
have  — > 

1 ,400 

1,200 

1 ,600 

550 

550 

Growth  III— then  for 
the  second  period  of 
production  you  will 
have  ► 

1,800 

1 ,250 

1,750 

700 

700 

Because  Steve  had  chosen  the  Growth  I Level  for  the  produc- 
tion of  producer  goods  during  the  first  twenty  year  period, 
we  locate  the  Growth  I Level  on  Table  IV  to  find  the  amounts 
of  each  of  the  factors  of  production  that  are  available  for 
use  in  the  second  twenty  year  period. 


UNITS  OF  FACTORS  OF 
PRODUCTION  AVAILABLE* 

Natural 

Resources 

Human 

Resources 

Capital 

Resources 

Entrepren. 

Resource^^ 

Gov't. 

Resources 

Growth  I Level 

1 ,200 

1,150 

1,450 

450 

450 

(Chosen  in  first 
20  year  period.) 

*Listed  in  Table  IV 

Repeating  the  procedure  followed  in  the  first  twenty  year 
period,  Steve  subtracted  the  amounts  he  had  decided  to  use 
for  producer  goods  (in  this  second  period  he  had  decided  to 
use  Growth  II)  from  the  above  listed  resource  units  available. 
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Natural 

Resources 

UNITS  OF 
Human 
Resources 

FACTORS  OF  F 
Capital 
Resources 

PRODUCT  1 ON 
Entrepren. 
Resources 

Gov't. 

Resources 

From: 

Resulting  resource 
pile' 

1,200 

1,150 

1,450 

450 

450 

Subtract: 

Resource  units 
needed  for  Growth 
Level  11^ 

- 500 

- 200 

- 600 

- 1£0 

- J£0 

Result: 

Resource  units  avail- 
able for  consumer 
goods 

700 

950 

850 

300 

o 

o 

1 . Listed  in  Table  IV 

2.  Listed  in  Table  III 


Steve's  final  result  is  tabulated  in  the  following: 


Cf*pwpic  Priori 

ity  List 

UNITS  OF  FACTORS  OF  PRODUCTION  REQUIRED 

i 

Consumer 

Goods 

Number 

Wanted 

Natural 

Resources 

Human 

Resources 

Capital 

Resources 

Entrepren. 

Resources 

Gov't. 

Resources 

Automob  i 1 es 

20 

120 

120 

60 

40 

20 

Houses 

10 

150 

80 

100 

30 

20 

Refrigerators 

20 

40 

40 

20 

20 

20 

Television 

Sets 

15 

75 

180 

120 

45 

15 

Food 

120 

120 

480 

120 

120 

120 

Totals 

505 

900 

420 

255 

195 

Based  on  his  priority  list  for  120  persons  at  Growth  Level 
II,  this  table  shows  us  how  Steve  utilized  the  factors  of 
production  to  satisfy  the  needs  of  Preston  during  the  second 
twenty  year  period. 

In  this  learning  situation  you  have  seen  how  Steve  made  his 
decisions  about  what  Preston  should  produce.  These  decisions 
were  not  made  bl indly  but  were  directly  related  to  the  factors 
of  production  available.  While  the  example  of  Preston  with 
a population  of  100  to  120  is  very  much  simplified  compared 
to  a large  nation  of  1 80  million,  yet  the  same  basic  problem 
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is  faced  by  each:  whatever  goods  and  services  are  produced 

the  choice  must  take  into  consideration  the  available  factors 
of  production.  The  next  part  of  this  learning  situation  will 
involve  you  in  the  decision-making  process.  What  do  you  want 
Preston  to  produce?  Follow  each  step  in  the  decision-making 
process  and  remember  the  factors  of  production  are  limited! 

h.  Summary:  The  following  steps  will  be  completed  as  the 

student's  work  on  the  materials  for  this  lesson: 

(1)  Each  student  will  decide  on  a Priority  List  for  the 
first  twenty  year  period.  The  priority  list  will  in- 
clude producer  goods  on  one  of  the  levels  listed  in 
Table  III. 

(2)  The  students  will  then  subtract  these  units  of  the 
factors  of  production  (resources)  from  the  original 
resource  pi le. 

(3)  Each  student  will  then  multiply  his  priority  list  by 
the  number  of  units  required  in  Table  I. 

(4)  The  students  may  want  to  adjust  their  priority  list  to 
get  maximum  use  of  the  resources  or  if  their  priority 
list  was  too  large  for  the  resources  available  they  will 
have  to  adjust  the  priorities  downward. 

(5)  Each  student  will  then  decide  on  a second  priority  list 
for  the  second  twenty  year  period. 

(6)  They  will  again  subtract  the  amounts  from  Table  III 
from  the  resources  available.  In  this  case,  however, 
the  resources  available  will  be  obtained  from  Table  IV. 

(7)  The  students  will  multiply  their  second  priority  list 
by  the  amounts  required  in  Table  I and  then  adjust 
their  priorities  if  necessary. 

These  steps  are  presented  in  detail  in  the  Student  Materials 
and  are  included  here  for  the  teachers  convenience. 

i.  A discussion  in  which  the  students  compare  the  results  of 
their  decisions  will  allow  them  to  get  a picture  of  the 
outcomes  of  several  alternate  patterns  without  extensive 
multiplication  and  charting. 


mm 


148 


Step  J_ 

Decide  on  a Priority  List. 


PRIORITY  LIST 

(First  Twenty  Year  Period) 


Item  of  Production 


Number  of  I terns  Wanted 


Consumer  Goods 


Automob i les 


Houses 


Refrigerators 
Television  Sets 


Food 


Producer  Goods 


Decide  on  one  of  the 
Growth  Levels  for 
producer  goods  listed 
in  Table  III  below. 


o 
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Step  2 

A.  Using  Table  III  find  the  figure,  at  the  particular  Growth  Level  you 
have  chosen,  for  the  units  required  from  each  of  the  resources. 


Table  III:  RESOURCE  UNITS  REQUIRED  FOR  PRODUCTION  OF  PRODUCER  GOODS  AT  THE 

DIFFERENT  GROWTH  LEVELS 


Natural 

Resources^ 

UNITS  OF 
Human 
Resources 

FACTORS  OF  P 
Capital 
Resources 

R0DUCT 1 ON 
Entrepren. 
Resources^ 

Gov't. 

Resources 

Static  0 — no  growth; 
this  level  just  re- 
places original  re- 
source pi  1 e 

300 

100 

300 

50 

50 

Growth  I — low  rate  of 
growth;  this  level 
provides  a moderate 
increase  in  the  re- 
source pile 

400 

150 

450 

100 

100 

Growth  II — moderate 
rate  of  growth;  this 
level  provides  a 
moderate  increase  in 
the  resource  pile 

500 

200 

600 

150 

150 

Growth  III— high  rate 
of  growth;  this  level 
provides  a high  in- 
crease in  the  resource 
pile 

600 

250 

750 

200 

200 

B.  Subtract  these  figures  you  have  just  found  from  the  original  resource 
pi 1e  (see  Table  II) . 


Table  II:  RESOURCE  UNITS  AVAILABLE  FOR  IMMEDIATE  USE 


UNITS  OF 

FACTORS  OF  PRODUCTION 

Natural 

Resources 

Human 

Resources 

Capital 

Resources 

Entrepren. 

Resources 

Gov't. 

Resources 

1,100 

1,100 

1 ,000 

400 

400 

1 


The  problem  is  set  up  this  way: 


UNITS  OF 

FACTORS  OF  PRODUCTION 

Natural 

Resources 

Human 

Resources 

Capital 

Resources 

Entrepren. 

Resources^ 

Gov't. 

Resources 

From: 

Original  resource 
pile 

Subtract: 

Resource  units 
needed  for  Growth 
Level  chosen 

Result : 

Resource  units  avail- 
able for  consumer 
goods 

1,100 

1,100 

1 ,000 

400 

400 

(These  figures  are  to  be  used in  Step  4) 


Step  2. 

Taking  each  item  on  the  priority  list  that  you  made, 

-multiply  the  number  wanted  of  that  item 

-by  the  number  of  units  required  from  each  of  the  resources  for 
that  item  (Table  I). 


Table  I:  RESOURCE  UNITS  REQUIRED  FOR  INDIVIDUAL  ITEMS  WANTED 


UNITS  OF 

FACTORS  OF  PRODUCTION 

Units  needed 

Natural 

Human 

Capital 

Entrepren. 

Gov't . 

to  produce: 

Resources 

Resources 

Resources 

Resources 

Resources 

1 

one  automobile  

6 

6 

3 

2 

1 

one  house  ► 

15 

8 

10 

3 

2 

one  refrigerator  ► 

2 

2 

1 

1 

1 

one  television ► 

5 

12 

8 

3 

1 

one  year's  supply 

of  food  for  one 

person ► 

1 

4 

1 

1 

1 
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The  figures  you  get  from  that  multiplying  can  be  set  up  in  a table  as 
fol lows: 


RESOURCE  UNITS  REQUIRED  FOR  ITEMS  ON  PRIORITY  LIST 


UNITS  OF  FACTORS  OF  PRODUCTION 

Consumer  Number 

Goods  Wanted 

Natural 

Resources 

Human 

Resources 

Capital 

Resources 

Entrepren. 

Resources 

Gov't. 

Resources 

Automob i les 

Houses 

Refrigerators 

Televison 

Sets 

Food 

Totals 

Step  4 

Compare  these  totals  of  resource  units  required  for  items  on  your  pri- 
ority list  wi th  the  resource  units  available  for  consumer  goods  after 
the  figures  for  the  Growth  Level  have  been  subtracted  from  the  original 
resource  pile.  (See  problem  under  B,  Step  2.) 

UNITS  OF  FACTORS  OF  PRODUCTION  

Natural  Human  Capital  Entrepren.  Gov't. 

Resources  Resources  Resources  Resource^  Resources 

Compare: 

Resource  units 
available  for 

consumer  goods  

and 

Resource  units 
required  for  items 

on  Priority  List  


If  resource  units  required  for  items  on  your  priority  list  are  1 ess  than 
the  resource  units  available,  make  whatever  changes  are  needed  in  your 
priority  list  in  order  to  get  the  maximum  use  of  the  resources. 
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list  fit  the  resources  available. 

Step  £ 

Make  a second  priority  list  for  the  second  twenty  year 
on  it  the  growth  level  for  producer  goods  for  that  per 

PRIORITY  LIST 

(Second  Twenty  Year  Period) 


Consumer  Goods 
Automob i 1 es 
Houses 

Refrigerators 
Television  Sets 
Food 

Producer  Goods 


Item  of  Production 


Number  of  I terns  Wanted 


Decide  on  one  of  the 
Growth  Levels  for 
producer  goods  1 isted 
in  Table  IV  below. 


Step  6 

Using  Table  IV,  locate  the  same  Growth  Level  that  you  chose  for  the  first 
twenty  year  period. 

. Table  IV:  RESOURCE  UNITS  AVAILABLE  FOR  FUTURE  PRODUCTION 


From  these  figures  (the  number  of  units  for  each  of  the  resources  that 
are  available  for  the  second  twenty  year  period),  subtract  the  figures 
for  the  Growth  Level  you  have  chosen  for  the  second  twenty  year  period 
(these  figures  are  given  in  Table  III,  Step  2). 
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From: 

Resource  units  avail- 
able for  second 
twenty  year  period 

Subtract: 

Resources  units 
needed  for  Growth 
Level  chosen 

Result: 

Resource  units  avail- 
able for  consumer 
goods  for  second 
twenty  year  period 

UNITS  OF  FACTORS  OF  PRODUCTION 

Natural 
Resources  | 

Human 

Resources 

Capital 

Resources 

Entrepren. 

Resource^^ 

Gov 1 1 . 
Resources 

• 

On  your  second  Priority  List  (as  in  Step  3)> 

-multiply  each  item  on  the  list 

-by  the  number  of  units  required  from  each  of  the  resources  for 
that  item  (see  Table  I in  Step  3)» 

The  figures  you  get  from  this  multiplying  are  to  be  listed  in  the 
following  table: 


RESOURCE  UNITS  REQUIRED  FOR  ITEMS  ON  PRIORITY  LIST 
(Second  Twenty  Year  Period) 


UNITS  OF  FACTORS  OF  1 

*R0DUCT  1 ON 

Consumer  Number 

Goods  Wanted 

Natural 

Resources 

Human 

Resources 

Capital 

Resources 

Entrepren. 

Resources 

Gov 1 1 . 
Resources 

Automob i les 

Houses 

Refrigerators 

Television 

Sets 

Food 

Totals 

mmmrnm 
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Step  8 

Compare  these  totals  of  resource  units  required  for  items  on  your  second 
priority  list  with  the  resource  units  available  for  consumer  goods  for 
the  second  twenty  year  period  (find  these  figures  in  the  problem  you 
worked  in  Step  6). 

UNITS  OF  FACTORS  OF  PRODUCTION 

Natural  Human  Capital  Entrepren.  Gov't. 

Resources  Resources  Resources  Resources  Resources 

Compare: 

Resource  units  available 
for  consumer  goods  for 

second  twenty  year  period  

and 

Resource  units  needed  for 
items  on  Priority  List  for 

second  twenty  year  period  _____  

As  in  Step  4, 

If  resource  units  required  for  items  on  your  second  priority  list 
are  1 ess  than  the  resource  units  available  for  the  second  twenty 
year  period,  make  whatever  changes  are  needed  in  your  second  pri- 
ority list  in  order  to  get  the  maximum  use  of  the  resources. 

If  resource  units  required  for  items  on  your  second  priority  list 
are  more  than  the  resources  available  for  the  second  twenty  year 
period,  make  whatever  changes  are  needed  to  make  your  list  fit  the 
resources  available. 

In  this  situation  emphasis  has  been  placed  upon  the  relationship 
between  producer  goods  and  future  economic  growth. 

3.  Third  Situation:  The  Market  Economy  - a system  of  signals 

(Student  Materials,  page  561) 

a.  This  discussion  is  aimed  at  illustrating  how  the  market  econ- 
omy is  actually  a social  arrangement  whereby  economic  signals 
pass  relatively  freely  between  consumers,  retailers,  whole- 
salers, and  manufacturers. 

Pizza  Pie  Signals 

You  pick  up  a telephone  and  order  a large  pizza  pie.  Within  an  hour  the 
delivery  boy  arrives  at  your  door  - you  pay  him  $1.25  and  enjoy  the  pizza 
pie.  Simple,  you  say.  Yes,  on  the  surface,  but  did  you  ever  realize  that 
when  you  made  the  decision  to  buy  that  pie  you  set  in  motion  a train  of 
events  and  communicated  a series  of  messages  along  the  economic  sine  some- 
what as  you  do  when  dialing  a telephone  number.  Let's  follow  the  sequence 
and  see  what  happened  to  your  order. 
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First  of  all  you  ordered  the  pie  to  satisfy  your  needs  (you  were  hungry). 
Immediately  you  lifted  the  telephone  (a  service  supplied  by  a public  util 
ty)  and  ordered  the  pie.  The  clerk  who  took  your  order  wrote  it  °n  a^  on* 
and  oassed  it  through  the  window  to  the  chief  baker.  He  looked  at  it 
Thecked  fo  see  which  of  his  bakers  was  least  busy  and  passed  ,« t -.  The 
baker  proceeded  to  mix  the  dough  and  prepare  his  oven.  W'thin  an  hour  the 
pte  was  ready.  The  baker  put  it  in  a cardboard  box;  called  for  .delivery 

boy  and  within  minutes  it  was  on  its  way  to  you.  Still  s imp'e,  y°“  ^ 

Yes,  it's  still  pretty  much  a process  of  hitting  down  one  domino  and  the  rest 

fall.  Let’s  look  a little  closer  though. 

Your  original  order  used  up  electricity,  flour,  meat,  cardboard,  etc.  Every 
Die  produced  means  so  much  more  of  these  things  used.  If  one  pie  uses  one- 
half  pound  of  flour  - 100  such  pies  means  a sack  of  flour,  which  means  o 
much  qra?n  ground  at  a mill  and  an  increase  in  some  farmers  reaping,  irri- 
gating  and’ ’planting  activities.  Every  single  pie  is .one  part  of  a la  ger 
decision  to  produce  more  flour.  Every  pie  bought  is  in  fact  a vote  f 
the  production  of  more  flour.  Every  pie  bought  fl lashes  a , 

reads:  "more  flour,  more  salt,  more  sausage,  more  electricity,  more  gasoline, 

more  iabor,  more  paper"  and  so  on  through  a long  series  of  requisitions. 

Suppose  after  you  ordered  the  pie  the  price  of  gasoline  doubled.  Your  message 
miaht  come  to  a screeching  halt  as  the  pizza  producers  considered  what  to  . 
To  deliver  it  was  going  to  cost  them  double  now  - should  they  charge  you  more. 
They  might  call  you  and  ask  if  you  still  wanted  the  pie  at  the  increased  cost 
or  they9might  rely  on  the  small  print  on  their  advertisement,  We  reserve  the 
right  to  change  prices  without  notice."  Another  stoppage  might  occur  over 
shortage  of  the  particular  meat  you  ordered  (pepperom,  say).  Back  would 

Z missage'to  you,  "Are  substitutes  in  order?"  If  Y*s  the  process  of 
getting  the  pie  baked  would  continue;  if  not,  your  order  would  die  in  its 
tracks  - the  clerk  would  tear  up  the  slip  - the  cook  would  throw  up  his 
hands  and  you'd  still  be  hungry. 


How  about  a hot  dog?  Well,  that's  a different  story. 

b.  After  students  have  read  the  "Pizza  Pie  Signals"  illustration, 
ask  them  to  choose  two  or  three  products  which  they  want  and 
trace  them  from  the  time  they  appeared  as  desires  to  the  time 
they  are  "consumed"  or  used. 

(1)  How  many  signals  are  passed  along  before  the  desire 
becomes  a reality? 

(2)  Can  the  students  extend  the  chain  of  events  to  include 
the  impact  of  their  wants  and  needs  upon  the  factors 
of  production? 

(3)  What  would  happen  if  their  particular  wants  were 

multipl ied  by  100?  1,000?  lOOmillion? 

c.  It  may  be  well  to  point  out  that  other  signals  sometimes  get 
into  the  process  (either  by  accident  or  design).  For  instance 
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a few  years  ago  a government  report  issued  a few  weeks  before 
Thanksgiving  caused  a slump  in  the  purchase  of  prepared  cran- 
berries.  The  reason:  government  scientists  sent  a signal 

into  the  market  system  which  said  in  effect:  ‘Warning:  some 

cranberry  growers  have  been  using  an  insecticide  which  might 
cause  cancer."  Immediately  sales  dropped  as  many  people 
sought  substitutes  for  the  traditional  red  berries,  which 
incidentally  sent  in  signals  stimulating  the  production  and 
sale  of  substitutes.  From  the  White  House  came  another 
signal,  "The  President  will  eat  cranberries  with  his  turkey," 
but  many  people  still  refused  to  use  any  of  the  "condemned 
fruit. 

Note:  A suggested  aid  in  teaching  about  the  market  economy 

is  the  film  "The  Role  of  the  Market,"  No.  1 of  a series 
entitled,  "The  American  Business  System,"  produced  by 
National  Educational  Television  and  available  from  N.E.T. 

Film  Service,  Audio-Visual  Center,  Indiana  University, 
Bloomington,  Indiana.  The  complete  transcript  for  the  film 
is  also  available  as  an  aid  in  previewing  the  film.  See  also 
Meno  Lovenstein,  Capital i sm,  Commun i sm,  Social  ism,  pp.  47-50, 
for  a concise  statement  on  the  chain  relationships  in  the 
market  economy. 
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SCARCITY  AND  BASIC  ECONOMIC  DECISIONS 
Unit  4:  Allocating  the  Resources 

Part  X;  Sequenced  Outline 

* 

« 

I.  In  Unit  3,  the  definition  of  scarcity  was  extended  by  showing  that  the 

fact  of  scarcity  makes  necessary  certain  basic  economic  decisions . 

A.  Also  in  Unit  3,  we  examined  the  first  basic  decision,  What  to 
Produce. 

B.  Having  made  that  decision,  the  factors  of  production  (resources) 
must  be  moved  or  the  uses  shifted  so  that  the  chosen  goods  and 
services  may  be  produced 

The  second  bas i c decision,  then,  is  the  al location  of  resources , 
meaning  the  movement  or  shifting  of  the  factors  to  new  uses.  Allo- 
cation may  mean  the  worker  moving  from  one  job  to  another  or  lumber 
used  to  make  a table  rather  than  a chair  or  a tool  used  for  one 
purpose  rather  than  another. 

C.  The  movement  or  shifting  of  resources  may  come  from  a change  in  de- 
mar  J,  in  turn  prompted  by  new  fashions  or  new  technology  of  produc- 
tion. 

1.  The  movement  or  shifting  of  the  resources  is  also  referred  to 
as  the  mob? 1 itv  of  the  factors  of  production. 

2.  The  degree  of  mobi I itv  also  measures  the  degree  of  adjustment 
as  resources  are  shifted  from  one  use  to  another. 

II.  The  notion  of  allocation  requires  us  to  make  some  further  inquiries. 

A.  Are  the  factors  of  production  able  to  be  moved  or  shifted  from  one 
use  or  employment  to  another?  For  example,  an  unskilled  worker 
cannot  do  the  job  expected  of  a skilled  worker.  A highly  special- 
ized machine  may  not  be  usable  for  another  purpose. 

B.  Are  the  factors  of  production  willing  to  move?  For  example,  a 
worker  may  not  want  to  leave  his  favorite  city  and  move  to  another 
or  may  not  want  to  change  jobs  frequently. 

C.  Can  one  factor  of  production  be  substituted  for  another  and  to  what 
degree?  For  example,  a machine  might  be  able  to  do  the  work  of 
three  workers.  But  even  if  this  ratio  of  substitution  were  possible, 
it  might  not  be  economical  I v desirable  if  the  total  wages  of  the 
three  workers  were  less  than  the  cost  of  the  machine  for  the  same 
work. 

D.  What  institutional  arrangements  are  necessary  to  assure  that  the 
factors  of  production  will  be  allocated?  Will  supply  and  demand 
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operate  to  make  the  allocation?  Is  there  a need  for  government 
controls?  Should  the  allocation  be  planned? 

III.  In  answering  the  questions  we  have  just  raised,  we  need  to  understand 
the  role  of  costs  and  prices  in  the  allocation  of  resources. 


A. 


B. 


First  of  all,  each  factor  will  have  a price,  e.g.  wages  for  the 
workers,  rent  for  land,  etc.  The  price  of  the  factor  of  production 
will  be  the  result  of  the  supply  (cost)  of  the  factor  and  the  de- 
mand for  it.  Of  course,  supply  and  demand  meet  under  a variety  of 
circumstances,  sometimes  with  many  suppliers  (highly  competitive; 
as  in  the  egg  market  and  sometimes  with  a single  supplier,  e.g.  tne 
electric  power  utility  or  telephone  service. 

The  price  of  a factor  is  usually  influenced  by  what  It  could  earn 
In  another  use.  If  someone  could  earn  $100  a week  for  his  serv  ces, 
anyone  wishing  to  hire  him  would  have  to  pay  at  least  $100.  This 
Idea  of  price  of  a factor  being  Influenced  by  its  opportunity  or 
alternate  use  is  called  opportunity  or  alternative  costs.  It  shows 
that  a continual  comparison  of  uses  is  going  on. 


C.  Prices,  then,  are  not  just  price  tags.  Prices  express  the  evalua- 
tion  that  has  been  placed  upon  a factor,  good  or  service.  The 
evaTuat ion  is  composed  of  the  cost  of  producing  the  item  and  the 
demand  for  it  (remembering  that  the  demand  will  include  its  oppor- 
tunity or  alternate  costs). 


IV.  We  know  now  that  prices  are  evaluations  placed  upon  scarce  resources. 

Then,  what  social  arrangements  or  institutions  may  bemused  so  that  he 

allocation  will  take  place  according  to  the  first  decision,  What  to 

Produce. 

A.  One  way  is  to  have  competitive  bidding  for  the  factor.  This  method 
is  called  the  price  system  or  market  system;  these  terms  are  o en 
used  as  synonyms  for  capitalism,  since  capitalism  relies  on  markets 
as  the  basic  device  for  allocation.  To  illustrate,  suppose  two 
manufacturers  are  competing  for  leather,  one  to  use  it  for  s oes, 
the  other  for  wallets.  If  the  value  of  the  leather  in  wa  lets  is 
higher  than  it  would  be  in  shoes,  the  wallet  producer  would  pay  a 
higher  price  for  it.  He  would  outbid  the  shoe  producer  and  get  the 
leather.  Allocation  will  have  taken  place  by  competitive  bidding, 
in  a way  a kind  of  auction,  the  prices  would  reflect  the  evaluation 

of  the  various  uses  of  the  leather. 

B.  In  a planned  economy,  using  the  U.S.S.R.  as  an  example,  the  alloca- 
tion will  be  made  according  to  an  agreed  upon  plan. 


C. 


In  Units  15  through  17,  we  will  have  a fuller  discussion  of  the 
ways  economic  systems  attempt  to  assure  the  allocation  of  resources 
Right  now,  we  are  simply  pointing  out  that  allocation  requires  that 
some  way  be  established  for  makin9  the  allocation# 


1 6l 


V.  Our  discussion  so  far  of  allocation  covers  only  some  of  the  major 
elements  involved.  Others  may  be  briefly  considered. 

A.  Government  influences  the  allocation  of  resources. 

1.  Agricultural  price  supports  and  control  over  plantings  affect 
the  allocation  of  resources. 

2.  Tariffs  are  added  to  the  prices  of  imports  and  may  affect  their 
sales. 

3.  Immigration  laws  affect  the  movement  or  mobility  of  labor. 

4.  Education  influences  the  skills  that  people  may  develop. 

B.  Changing  technology  greatly  influences  the  allocation  of  resources, 
e.g.  improved  transportation  affects  the  economic  use  of  resources. 

C.  Conflicts  may  exist  between  social  and  economic  goals  in  the  allo- 
cation of  resources. 

I For  economic  reasons,  as  needs  change,  we  may  wish  to  move 

people  quickly  from  one  job  to  another,  but  it  may  be  socially 
bad  for  children  in  school  to  be  moved  frequently. 

2.  New  skills  may  be  demanded  by  new  jobs,  but  older  workers  may 
not  be  able  to  be  easily  re-t rained. 

VI.  Relation  to  other  disciplines  (illustrations) 

A Geography:  The  location  of  resources  and  the  availability  and  costs 

of  transportation  will  affect  the  allocation  of  resources. 

B.  Sociology:  As  already  indicated,  there  can  be  a conflict  between 

an  economic  "ideal"  of  rapid  mobility  and  adjustment  and  the  social 
"ideal"  of  stability  of  home  life.  Also  the  need  for  rapid  economic 
change  may  be  in  conflict  with  social  traditions  and  personal  habits 

C.  Political  science:  The  allocation  of  resources  may  be  affected  by 

political  boundaries  of  states  and  nations,  e.g.  immigration  laws, 

tariffs. 

D.  Psychology:  A worker's  willingness  to  change  jobs  may  depend  upon 

his  evaluation  of  the  rewards.  Consumer  and  producer  psychology 
also  influences  the  evaluations  placed  on  the  use  of  the  factors  of 
production,  e.g.  fashion. 
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SCARCITY  AND  BASIC  ECONOMIC  DECISIONS 
Unit  4:  Allocating  the  Resources 

Part  XI:  Outline  of  Teaching  Suggestions 


I.  Comments  on  the  Content 

A.  Problems  in  teaching  the  concept 

1 Th#>  first  decision  concerned  What  to  Produce;  the  second  could 
le  def Ined  as  S to  Produce.—e  notion  of  "how"  includes  both 
allocation  (the  second  basic  economic  decision)  and  efficiency 
(the  third  basic  economic  decision).  Most  texts  combine  allo~ 
cation  and  efficiency  and  treat  them  as  one  decision  because  they 
are  parts  of  "how"  a society  uses  its  scarce  resources.  Itowever, 
it  is  easier  to  teach  and  learn  if  allocation  and  efficiency 

are  regarded  as  separate  decisions. 

2 Allocation,  defined  as  the  movement  or  shifting  of  resources, 
teaSs  us  consider  the  mobility  of  the  factors  of  production. 
Mobility,  in  turn,  helps  us  to  uderstand  how  a society,  y 
shifting  its  resources,  adjusts  to  changes  in  fashion  and  tech- 
nology. 

, Similarly  the  abi 1 ity  and  wil 1 ingness  of  the  resources  to  move 

or  be  shifted,  the  possibility  and  degree  of  substitution,  the 
nature  of  prices  as  evaluations,  and  the  need  for  an  organized 
way  to  allocate  follow  one  upon  the  other  as  commonsens i ca 1 ele- 
ments  in  the  use  of  resources. 

B.  The  concepts  as  part  of  the  unfolding  structure 


1. 

2. 

3. 

4. 


Scarcity:  The  decision,  What  to  Produce  (Unit  3)  faces  the  need 

to  make  choices,  but  it  is  still  necessary  to  have  a second  basic 
decision  concerned  with  the  allocation  of  the  scarce  resources. 

Flows:  Decisions  about  allocation  change  the  direction  and  the 

size  of  the  flows  of  the  factors  of  production. 

Coordination:  The  need  to  make  the  second  basic  economic  de- 

cision, Allocating  the  Resources,  means  that  a method  for  co- 
ordinating the  allocation  must  be  provided. 

Marginalism:  The  process  of  allocation  depends  upon  a continual 

comparison  of  the  uses  of  factors  and  this  comparison  rests  upon 
the  contribution  which  will  be  made  by  an  additional  unit  of  la- 
bor compared,  say,  with  an  additional  unit  of  capital.  These 
comparisons  are  the  basis  of  prices  as  evaluations. 
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5.  Institutional  factors:  Allocation  is  influenced  by  government 

policies,  by  changes  in  technology,  and  by  the  conflict  between 
social  and  economic  factors.  Also,  every  society  must  provide 
a set  of  institutions  for  carrying  out  the  allocation,  e.g.  a 
market  system. 

II.  Comments  on  the  Learning  Process 

A.  Vocabulary 

1.  The  term  "allocation"  is  an  unfamiliar  one,  but  it  does  contain 
the  notion  of  "location",  which  can  be  helpful  in  showing  that 
the  factors  of  production  must  be  in  the  right  place. 

2.  Other  new  words  may  be:  Mobility,  technology,  evaluations,  but 

substitute  explanatory  words  may  be  used  for  each  of  them.  Eval- 
uation means  placing  a value  on  something. 

B.  Mathematical  concepts  and  skills 

1.  Opportunity  costs,  prices  as  evaluations,  and  the  notion  of 
marginal  contributions  in  substituting  one  factor  for  another 
all  make  use  of  comparisons. 

2.  Compar i sons  are  rat ios , e.g.  one  machine  for  three  workers. 

Ratios,  of  course,  can  be  tricky.  One  must  be  sure  what  is  being 
compared,  e.g.  the  output  of  the  workers  and  the  machine  or  the 
cost  of  the  workers  and  the  machine  or  both. 

C.  Ability  to  Generalize 

1.  In  making  allocation  a separate  decision  under  "how",  we  have 
shown  how  a complicated  abstraction  may  be  made  simpler  by  deal- 
ing with  it  in  parts. 

2.  Perhaps  the  two  most  challenging  abstractions  are: 

a.  Prices  as  evaluations  because  it  converts  an  object  - the 
price  tag  - into  the  result  of  a process  (supply  and  demand 
as  social  evaluation). 

b.  Mobility  as  an  explanation  of  adjustment,  i.e.  the  movement 
or  shifting  of  resources  to  adjust  to  changes  in  fashion  or 
technology. 

D.  Background 

1.  Although  allocation  looks  at  resource  placement  from  the  view- 
point of  the  whole  society,  the  student  can  visualize  his  father 
changing  jobs,  etc. 

2.  Perhaps  even  more  familiar  is  the  notion  of  new  techniques  making 
old  tools  obsolete. 
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III. 


Learning  Situations 
A.  From  Teacher  to  Teacher 

Due  to  the  scarcity  of  the  factors  of  production,  almost  every 
society  faces  four  basic  economic  decisions: 

1.  What  to  produce? 

2.  How  to  allocate  its  resources  (factors  of  production)? 

3.  How  to  stimulate  efficiency  of  production? 

k.  How  to  distribute  the  output  among  the  members  of  society? 

Unit  three  dealt  with  the  economic  implications  of  a soeiety's  goa1s 
concerning  - What  to  Produce?  In  this  unit,  a study  .s  made  of  the 
relationship  between  a society's  decisions  about  'Vhat  to  produce 
andwhat  th?s  decision  means  in  terms  of  allocating  its  resources. 
Every  change  in  a society's  wants  calls  for  sons  degree  of  change 
in  the  allocation  of  society's  resources.  Soma  of  these  resources 
respond  to  changing  wants  more  readily  than  others,  that  is  to  say, 

they  are  more  mobi 1e. 

The  first  learning  situation  creates  a setting  that  * '’"^ates  the 
changing  wants  of  society  and  the  effect  on  resource  a ocat. on. 

In  the  second  learning  situation,  the  concept  of  mob'l  ty  ' of  re 
sources"  is  illustrated  by  selecting  one  resource,  a jT  ", 

resource  (persons  trained  as  engineers  to  be  specific)  and  expl or . ng 
the  ability  and  willingness  of  that  resource  to  move.  The  play, 

"Man  and  Mobility",  illustrates  how  prices  (salary  offers)  act  s 
evaluations  along  with  other  considerations  to  determine  the  mobility 
nf  this  Dart icular  resource.  The  same  forces  of  ability  and  willing- 
ness  operate  tn  the  resources  categorized  in  the  other  four  factors 
of  production. 

of  rourse  the  coordination  system  of  the  economy  (whether  the  econ- 
"yC?ends’to  be^rket-oriented  or  planning-oriented)  In  uences  the 
Drocess  of  allocation.  The  second  learning  situation  illustrates 
the  process  of  allocation  in  a market-oriented  economy.  Since  the 
allocation  problem  is  at  the  core  of  understanding  the  planned  econ- 
omy* Yf"" treatment  is  best  reserved  for  later  units  dealing  with 

Coordination  Systems. 

As  we  have  said  before,  there  is  no  specified  time  requirement  for 
the  pretettation  of  th^se  materials.  It  is  not  necessary  to  think 
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of  each  unit  as  requiring 
quickly  than  others. 


week's  time.  Some  units  will  move  more 


B.  Sequenced  Learning  Situations 

].  First  Situation:  Changes  in  demand  require  changes  in  the  alio- 

cation  of  resources  (Student  Materials,  page  5«3) 
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a.  In  the  previous  unit  on  What  to  Produce  we  attempted  to  show 
in  a limited  way  that  decisions  about  what  to  produce  change 
over  a period  of  time.  (Compare  the  priorities  assigned  for 
the  first  period  of  production  with  those  of  the  second  in 
Unit  3.)  New  decisions  about  what  to  produce  usually  re- 
quire new  allocations  of  the  resources.  This  learning  situ- 
ation concentrates  on  the  interrelationship  between  changing 
wants,  changing  decisions  about  what  to  produce,  and  changes 
in  the  allocation  of  resources. 

b.  The  focus  of  this  learning  situation  can  be  stated  as  a 
series  of  questions: 

(1)  What  factors  influence  changes  in  human  wants? 

(2)  How  do  these  changing  human  wants  effect  the  decisions 
about  what  to  produce? 

(3)  How  do  these  changing  decisions  about  what  to  produce 
effect  the  allocation  of  resources? 

c.  We  suggest  that  the  following  imaginary  setting  be  used  to 
stimulate  a discussion: 

Scientists  have  discovered  a means  for  collecting  energy 
from  the  sun's  rays.  They  have  also  discovered  how  to  store 
this  energy  and  release  it  at  will.  Technicians  have  de- 
veloped the  equipment  necessary  for  using  this  energy  to 
heat  homes  and  drive  the  generators  that  produce  electricity. 

Businessmen  have  calculated  the  cost  of  producing  this 
equipment.  If  factories  are  created  that  can  produce  fifty 
thousand  solar  furnaces  per  year,  the  cost  of  each  solar 
furnace  unit  will  be  approximately  $1,200  for  an  average 
size  home  under  average  climatic  conditions.  Maintenance 
of  such  a unit  will  cost  approximately  $25  per  year.  The 
typical  cost  of  a new  furnace  of  the  existing  types  (coal, 
oil,  gas)  for  an  average  home  under  average  climatic  con- 
ditions is  approximately  $500  and  the  cost  of  fuel  and 
maintenance  runs  about  $200  per  year. 

Consumers,  we  will  imagine,  will  want  these  new  solar  fur- 
naces. Some  will  be  bought  for  installation  in  new  homes 
under  construction  and  some  will  be  bought  as  replacements 
for  existing  furnaces.  At  any  rate,  we  will  suppose  that 
consumers  want  at  least  50*000  such  solar  units  per  year. 

d.  Discuss  how  this  change  in  consumer  wants  will  affect  de- 
cisions about  what  to  produce.  In  turn,  how  will  these 
production  decisions  affect  the  allocation  of  resources? 


millions  of  horses  and  muies 
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(1)  What  resources  will  be  needed  in  increased  amounts? 
(metal  alloys,  lead,  zinc,  copper,  etc.) 

(2)  What  resources  will  suffer  from  decreased  demand? 
(coal,  oil,  gas,  steel,  etc.) 

e.  The  influence  which  an  innovation  in  technology  may  have 
on  the  allocation  of  various  resources  is  illustrated  by 
the  following  graph  which  shows  the  number  of  horses  and 
mules  on  farms  in  the  United  States  between  1900  and  i960. 


Sources:  U.  S.  Bureau  of  the  Census,  Historical  Statistics 

of  the  United  State_s,  Colonial  Times  to  1 95 7 > Washington, 

D.  C.,  I960,  p.  289;  and  Statistical  Abstract  of  the  United 
States,  1962,  Washington,  D.  C.,  1962,  p.  673. 

f.  Have  the  students  speculate  on: 

(1)  The  possible  causes  of  such  a steady  decline. 

(2)  The  impact  that  this  decline  could  have  on  the  allo- 
cation of  resources.  Possibilities  here  could  include: 
decrease  in  feed  required;  decrease  in  land  used  to 
produce  feed;  and  its  use  in  other  ways. 

Other  examples  of  innovation  and  its  affect  upon  alloca- 
tion may  be  seen  in  the  following: 
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Table  I. 


Year 

Passenger  Cars 

“I 

Miles  of  Surfaced 

Rural  Roads 

1915 

2,332,426 

276,000 

1925 

17,481,001 

521,000 

1935 

22,034,753 

1,080,000 

1940 

27,465,826 

1,367,000 

1945 

25,793,493 

1,721,000 

1955 

52,135,583 

2,273,000 

Source:  U.  S.  Bureau  of  the  Census,  Historical.  Statistics 

of  the  United  States,  Colonial  Times  to  J25Z*  Washington, 
TT  C.,  1 960,  pp.^5S, 

(a.)  Can  students  see  any  relationship  between  the 
decrease  in  cars  between  1940  a°d  1945  anc^ 
national  affairs?  How  were  our  resources  being 
allocated  during  those  years? 

(b.)  What  impact  would  the  building  and  upkeep  of 
new  roads  have  upon  allocation? 

Table  II. 


Year  Passenger  Miles 

(in  billions) 

1940 

Air 

Ra i 1 road 

1 

VO 

• 

1950 

8 

-I 

26.7 

I960 

25.3 

1 z 

Source:  U.  S.  Bureau  of  the  Census,  Historical  Statistics 

of  the  United  States.  Colonial  Times  to  12£Z,  Washington, 
D.  C.,  I960,  pp.  429-431,  476. 

How  might  this  change  influence  the  allocation  of  human 
resources? 
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h. 


Other  possibilities  which  the  teacher  may  wish  to  have 
students  explore  in  relation  to  their  possible  impact  upon 

a 1 1 oca t i on  cou id  i nc 1 ude : 


(1)  The  growth  of  the  rayon  and  nylon  industry. 

(2)  The  use  of  farm  products  for  industrial  use:  wheat 

in  industrial  alcohol  manufacture;  corn  in  paper,  dry 
ice;  flax  in  cigarette  paper;  cotton  in  automobile 
tires;  skim  milk  in  glue,  buttons,  artificial  leather; 
soybeans  in  steering  wheels,  floor  tiles,  plastics. 

(3)  The  use  of  coal  for  dyes,  vitamins  and  sugar  substi- 
tutes . 


2.  Second  Situation  (Student  Materials,  page  565) 

a In  the  first  learning  situation  for  this  unit  we  discussed 
some  of  the  changes  in  the  allocation  of  resources  that 
might  result  from  the  demand  for  solar  furnaces.  We  will 
attempt  in  this  learning  situation  to  illustrate  in  more 
detail  some  of  the  complexity  involved  in  shifting  resources 

from  one  use  to  another. 


b Some  resources  shift  more  readily  from  one  use  to  another. 

We  learned  in  Unit  2 that  the  resources  man  uses  to  produce 
the  goods  and  services  he  needs  and  wants  can  be  convenient- 
ly grouped  under  the  five  factors  of  production.  We  can 
also  say  that  some  of  the  factors  of  production  shift  more 
readily  than  others  from  one  use  to  another.  So  that  the 
illustration  will  not  be  unnecessari ly  compl icated  we  will 
concentrate  on  the  adjustment  process  of  only  one  of  the 
factors  of  production  - human  resources. 


c. 


The  following  play  is  suggested  as  one  possible  technique 
for  illustrating  some  of  the  details  involved  in  the  alio 
cation  of  human  resources. 


Man  and  Mobi 1 i ty 

Settina*  The  action  takes  place  in  the  offices  of  two  industrial  concerns. 
The  recently  organized  Solar-Furnace  Company  of  Houston,  Texas,  has  adver- 
lited  for  an  engineer  and  Scene  I depicts  several  interviews  between  the 
manaoer  of  Solar-Furnace  Company,  Mr.  Richards,  and  four  applicants  for  the 
™"mon  The  fourth  appl  leant , V.  Corelli,  agrees  to  take  the  engineering 

Dosition  Scene  II  depicts  the  reaction  in  the  Alpha  Electronics  Company, 
frll  which  Mr  Corel  ^resigned.  The  only  props  required  are  a desk,  a table 
and  four  chairs,  and  a box  to  serve  as  an  intercom. 


SCENE  I 


Scene  I opens  with  Mr.  Richards  examining  papers  on  his 
four  papers,  speaks  to  his  secretary  through  the  office 


desk.  He  picks  out 
i intercom. 
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Mr.  Richards: 

Miss  Adams,  have  the  applicants  arrived? 

Pause  - 
Mr.  Richards: 

Very  well,  have  Mr.  Larkins  come  in  first,  please. 

(Enter  Mr.  Larkins) 


Mr.  Richards: 

How  do  you  do,  Mr.  Larkins,  1 am  Mr.  Richards.  Please 
have  a seat. 

Mr.  Larkins: 

Good  morning,  I'm  glad  you  could  see  me  this  soon.  1 
really  have  to  make  a decision  rather  quickly  regarding  my 
future  employment. 

Mr.  Richards: 

Well,  we're  eager  to  come  to  a decision  too,  since  we  want 
to  start  production  as  quickly  as  possible.  How  soon  would 
you  be  able  to  move  to  Houston? 

Mr.  Larkins: 

Just  as  soon  as  1 can  wind  up  my  affairs  in  Little  Rock  - 
say  about  four  to  five  weeks. 

Mr.  Richards: 

Fine  - in  your  letter  (picks  up  letter)  1 noticed  that  you 
have  had  rather  wide  experience  in  the  electronics  field. 
Where  did  you  get  your  initial  training? 

Mr.  Larkins: 

1 took  both  my  B.S.  and  M.S.  at  Massachusetts  Institute  of 
Technology.  Incidentally,  part  of  my  work  was  connected 
with  primary  research  on  solar-energy  conversion. 

Mr.  Richards: 

Yes,  1 was  impressed  with  that  in  checking  over  your  creden- 
tials. We  certainly  feel  that  you  would  be  a valuable  addi- 
tion to  our  company.  While  we  might  not  be  able  to  offer 
you  quite  as  much  as  you  indicated  in  your  application,  still 
1 think  within  a few  years  the  opportunities  for  a signifi- 
cant increase  in  salary  will  be  very  good. 

Mr.  Larkins: 

Exactly  what  salary  did  you  have  in  mind? 

Mr.  Richards: 

Sixteen  thousand  dollars,  plus  a pension  plan  and  the  oppor- 
tunity of  buying  shares  in  Solar-Furnace,  Inc. 

Mr.  Larkins: 

I'm  certain  your  company  will  do  well.  However,  I'm  afraid 
the  salary  you  offer  is  not  adequate.  You  see,  I'm  present- 
ly receiving  $18,000  and  if  1 remain  with  McA11i$ter  1 have 
a number  of  favorable  financial  guarantees. 

Mr.  Richards: 

Well,  we  appreciate  your  frankness,  but  if  you  ever  do  feel 
you  would  like  to  work  with  us  don't  hesitate  to  contact  us. 

Mr.  Larkins: 

Thank  you.  I'm  glad  to  have  made  your  acquaintance. 

(Exit  Mr.  Larkins) 


Mr.  Richards:  Miss  Adams,  would  you  please  send  in  one  of  the  other 

appl i cants. 

(Enter  Mr.  Lamont) 

Mr.  Lamont  (enthusiastically):  I'm  Bob  Lamont  from  Ann  Arbor,  Michigan. 


Mr.  Richards: 

Hope  you  had  a good  flight,  Mr.  Lamont.  Is  this  your 
first  visit  to  Houston? 

Mr.  Lamont: 

Yes,  but  I've  been  thinking  of  moving  South  for  several 
years.  My  wife's  a Southern  girl  and  doesn't  like  the 
northern  winters.  We've  been  waiting  for  an  opportunity 
to  move  but  can't  afford  a reduction  in  salary. 

Mr.  Richards: 

What  is  your  present  salary  with  Carson  Steel? 

Mr.  Lamont: 

Ten  thousand  dollars. 

Mr.  Richards: 

Well,  if  you're  the  right  man  for  this  job  I'm  sure  we  can 
improve  on  that  substantially.  From  your  application  though 
1 was  not  quite  clear  as  to  your  specific  qualifications. 
Could  you  be  a bit  more  specific  about  your  training  and 
experience? 

Mr.  Lamont: 

1 took  my  work  at  Purdue  in  chemical  engineering  and  have 
been  with  Carson  Steel  since  graduating  in  1958. 

Mr.  Richards: 

Have  you  had  any  experience  in  energy  conversion  or 
structural  design? 

Mr.  Lamont: 

Not  directly,  but  1 have  been  interested  in  both  areas  for 
a number  of  years. 

Mr.  Richards: 

Hmmmm  - as  you  probably  know,  our  company  has  just  been 
organized  and  we  do  need  someone  with  extensive  experience 
and  training  in  these  areas.  However,  in  a year  or  two 
when  we  are  in  full  production  we  may  be  able  to  give  you 
some  on  the  job  training.  At  the  present  we  don't  have  a 
place  for  you. 

Mr.  Lamont  (shaking  hands):  Thanks  anyway. 

(Exit  Mr.  Lamont) 


Mr.  Richards: 

Miss  Adams,  has  Mr.  Stein  arrived  yet? 

Pause 

Mr.  Richards: 

He  has  a pretty  tight  schedule  so  I'll  see  him  right  now. 

(Enter  Mr.  Stein) 


172 


Mr.  Stein:  Hello,  John,  I'm  glad  you  wrote  me  and  gave  me  your  new 

locat ion. 


Mr.  Richards:  Well,  I thought  that  if  you  were  going  to  be  here  I ought 

to  see  you.  Congratulations  by  the  way.  It's  not  every- 
one who  gets  elected  to  head  the  National  Association  of 
Structural  Engineers. 


Mr.  Stein:  Thanks.  Now,  what  was  it  you  had  in  mind? 

Mr.  Richards:  We're  about  to  get  Solar  Furnaces  under  way  and  while  you 

were  down  here  I thought  I'd  ask  you  if  you  would  be  in- 
terested in  heading  up  our  structural  design  section.  I've 
noticed  that  you've  been  doing  work  along  that  line  with 
Rad  bant  Heat. 


Mr.  Stein:  Yes,  I have.  The  work  in  Boston  has  been  especially 

challenging  and  I've  pretty  well  set  my  roots  down — haven't 
really  thought  about  moving.  The  kids  are  in  college  and 
high  school  and  we've  just  bought  a new  home. 

Mr.  Richards:  Well,  I know  this  is  a shot  in  the  dark  but  what  would  you 

think  of  $20,000  as  a starter. 


Mr.  Stein:  That's  a generous  offer  and  I appreciate  your  interest  in 

my  work.  But,  John,  I just  don't  want  to  move. 

Mr.  Richards:  I know  how  you  feel — we're  hoping  to  settle  down  here  in 

Houston  ourselves.  Thanks  anyway  for  stopping  in. 


Mr.  Stein  (shaking  hands):  Keep  in  touch.  Give  my  regards  to  Mary  and 

the  kids. 


(Exit  Mr.  Stein) 

Mr.  Richards:  Miss  Adams,  I believe  there  was  one  more  applicant  scheduled 

for  this  morning.  (Pause)  Yes,  send  Mr.  Corelli  in. 

(Enter  Mr.  Corel  1 i) 

Mr.  Corelli:  Good  morning,  sir.  I'm  Anthony  Corelli. 

Mr.  Richards:  Pleased  to  meet  you,  Mr.  Corelli.  I'm  John  Richards.  I 

noticed  on  your  application  that  you've  been  working  for 
Alpha  Electronics  for  the  last  five  years.  Your  specialty 
is  research  isn't  it? 

Mr.  Corelli:  Yes,  but  I've  come  to  a point  where  I'd  like  to  have 

some  experience  with  the  translation  of  pure  research 
into  actual  products. 


ERIC 
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Mr.  Richards: 


Well,  you've  certainly  come  to  the  right  place.  You 
realize,  of  course,  that  you'd  have  to  move  to  Houston. 
I assume  from  your  application  that  since  you  are  not 
married  this  wouldn't  be  a great  problem  for  you. 


Mr.  Corelli:  That's  right.  No  problem  at  all. 


Mr.  Richards: 


Your  qualifications  are  adequate  and  since  moving  is  no 
problem  I suppose  the  only  remaining  consideration  is  salary. 
To  come  to  the  point,  we  can  offer  you  $14,000. 


Mr.  Corel  1 i : 


Well— I'm  presently  receiving  $14,000  and  although  I'm 
interested  in  getting  the  experience  of  this  type  of  opera- 
tion, I feel  that  there  would  also  have  to  be  some  financial 
advantages  before  I'd  consider  moving. 


Mr.  Richards: 
Mr.  Corel  1 i : 


Mr.  Richards: 


What  would  you  consider  as  an  adequate  increase? 

| don't  feel  that  I could  move  for  less  than  a salary  of 

$16,000. 

Hmmmm  - I'll  consider  it.  How  can  I get  in  touch  with  you 
if  we  decide  to  meet  that  amount? 


Mr.  Corelli: 


Mr.  Richards: 


Mr.  Corel  1 i : 


I'm  staying  at  the  Norfolk  Hotel  until  tomorrow.  How  soon 
could  I expect  a decision  since  I was  planning  to  leave 
Houston  tomorrow  at  noon? 

We  will  probably  come  to  a decision  this  evening.  If  we 
don't,  I 'U  write  you  as  soon  as  we  do. 

That's  fine.  I'll  look  forward  to  hearing  from  you. 


(Exit  Mr.  Corelli) 


CURTAIN  ON  SCENE  I 


SCENE  II 


Mr.  Pindar  - Manager  of  Alpha  Electronics 
Mrs.  Samuels  - personnel  manager  of  Alpha  Electronics 
Mr.  Brock  - production  manager  of  Alpha  Electronics 
Mr.  Fulton  - chief  accountant  of  Alpha  Electronics 


Scene  II  opens  in  the  office  of  Mr.  Pindar.  Mr.  Corelli  is  speaking  to 
Mr.  Pindar. 


Mr.  Corel  1 i : 


I'm  glad  you  understand  my  position.  I have  enjoyed  work 
ing  for  you  these  past  few  years.  It  has  been  a valuable 

experience. 
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Mr.  Pindar: 

Well,  Tony,  we're  sorry  to  lose  you  but  1 wish  you  every 
success  in  Texas.  Good  bye  and  good  luck! 

(Shake  hands  - 

Exit  Mr.  Corel  1 i) 

Mr.  Pindar  (speaking  into  intercom):  Susan,  please  have  Mrs.  Samuels, 

Mr.  Brock  and  Mr.  Fulton  come  to  my  office. 

(Enter  Samuels  and  Brock) 


Mrs.  Samuels: 

Good  morning,  Mr.  Pindar. 

Mr.  Brock: 

Bill  will  be  along  in  a minute  or  two. 

Mr.  Pindar: 

1 have  a matter  I'd  like  to  have  you  consider. 

(Enter  Mr.  Fulton) 


Mr.  Pindar: 

Hello,  Bill,  have  a chair. 

As  you  probably  have  heard,  Tony  Corelli  is  leaving  us.  1 
thought  this  would  be  a good  time  to  come  to  a decision  as 
to  whether  or  not  we  want  to  replace  him.  If  we  do  replace 
him,  should  we  hire  someone  to  continue  the  kind  of  work  he 
was  doing  or  should  Mark  and  Steve  handle  that  end  of  the 
research. 

Mrs.  Samuels: 

Wouldn't  that  be  putting  too  much  of  a load  on  them? 

Mr.  Pindar: 

Well,  1 thought  this  might  be  a good  time  to  purchase  that 
computer  service  we  had  talked  about.  1 think  the  two  of 
them  could  handle  it  with  the  help  of  a computer. 

Mr.  Brock: 

I'm  of  the  same  opinion.  Besides,  we  may  be  able  to  use 
the  computer  to  process  other  production  information.  Of 
course,  before  we  decide,  we  ought  to  determine  whether  the 
demands  of  our  research  division  are  great  enough  to  justify 
the  additional  expenditure.  It  may  be  that  they  are  not. 

Mr.  Fulton: 

Corelli  was  getting  $14,000.  Even  if  we  pay  a new  man  $16,000 
it  would  still  be  much  less  than  the  $30,000  per  year  required 
to  operate  a computer. 

Mr.  Pindar: 

Mrs.  Samuels,  what  are  our  chances  of  getting  a man  of 
Corelli's  abilities  for  less  than  $16,000? 

Mrs.  Samuels: 

There  are  a number  of  applications  on  file  and  I'll  look 
into  them  for  you,  but  as  1 recall  most  of  the  applicants 
were  rather  inexperienced  in  research.  I'd  say  off  hand 
that  it'll  be  difficult  to  replace  him  for  less  than  sixteen 
thousand. 
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Mr.  Fulton  to  Mr.  Brock;  Bob,  do  you  think  the  cost  of  a computer  would 

be  offset  by  production  gains? 

Yes,  1 do.  According  to  my  rough  calculations  the  use  of 
a computer  twenty  hours  a week  would  be  worth  at  least 
$10,000  a year  to  us. 

For  the  time  being,  let's  have  Mrs.  Samuels  look  for  a re- 
placement for  Corelli.  If,  after  say  a month,  we  are  still 
unable  to  find  the  right  man  we'll  give  serious  consideration 
to  computer  services.  Thank  you  very  much  for  your  opinions. 

(Rising) 

(Exit  Mrs.  Samuels  and  Mr.  Brock) 

Mr.  Fulton  (leaving):  I'll  have  the  quarterly  report  ready  for  you  this 

afternoon.  (Exit) 


Mr.  Brock; 


Mr.  Pindar; 


-END- 


d.  The  foregoing  is  of  necessity  a simplified  version  of  the 
factors  involved  in  the  allocation  of  human  resources.  It 
is  not  a case  study  but  a hypothetical  example  of  what  might 

occur. 

To  focus  student  attention  upon  the  factors  involved  in  the 
allocation  of  human  resources  the  teacher  may  wish  to  stimu- 
late a discussion  based  on  the  following  questions; 

(1)  What  factors  influenced  each  of  the  characters  in  their 
willingness  or  unwillingness  to  become  involved  in  the 
Solar  Furnace  Company?  (Consideration  should  be  given 
to  such  things  as;  salary,  family,  experience,  personal 
satisfactions,  etc.) 

(2)  What  factors  influenced  Mr.  Richards'  choices? 

(3)  What  changes  in  the  allocation  of  human  resources  did 
Mr.  Corelli's  resignation  have  on  Alpha  Electronics? 

Note:  The  stress  in  the  play  was  upon  the  problems  involved 

in  the  allocation  of  human  resources.  It  illustrated  the 
deqree  of  mobility  of  each  person  involved  and  showed  the 
kinds” of~ problems  involved  in  the  shifting  of  human  resources, 
and  the  replacement  of  human  resources  by  machines. 

Similar  problems  are  involved  in  the  allocation  of  other 
resources  such  as  natural  resources,  entrepreneurial  skills 
or  capital.  It  is  necessary  to  point  out  here  that  mobi 1 i ty 
does  not  refer  to  physical  movement  alone.  An  unskilled  per- 
son who  is  unable  to  do  the  work  of  a skilled  machine  oper- 
ator is  immobile.  Similarly  a machine  which  has  been  designed 
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to  produce  ball-point  pens  for  instance,  will  probably 
be  useless  if  ball  bearings  are  needed*  It  cannot^be  easily 
shifted  from  one  use  to  another  and  is  as  much  limited  as 
Mr.  Lamont  was  by  his  lack  of  experience. 


SCARCITY  AND  BASIC  ECONOMIC  DECISIONS 


Unit  5:  Stimulating  Efficiency 

Part  I:  Sequenced  Outline 


I.  In  the  first  basic  economic  decision,  What  to  Produce,  a society  has 
indicated  its  choices  in  the  use  of  scarce  resources.  In  the  second, 
Allocating  the  Resources,  the  scarce  resources  have  been  moved  or 
shifted  to  fulfill  the  choices. 


A.  The  third  basic  economic  decision  is  to  use  the  scarce  resources 
as  efficiently  as  possible,  that  is,  to  get  as  much  out  of  them 
as  possible. 


B.  More  precisely,  because  the  resources  are  scarce,  one  wants  to 
get  as  much  output  of  goods  and  services  as  possible  out  of  a 
given  amount  of  inputs  of  the  factors  of  production. 


1.  Stated  as  a formula,  we  have: 

Output  0 

1 — Er”  ° r t 

Inputs  1 

2.  Because  we  wish  to  measure  efficiency  by  comparing  a given 
period  with  a previous  one,  the  formula  should  be: 


Given  Year  Output 

or  Period  Inputs 

Previous  Year  Output 

or  Period  Inputs 


C.  Efficiency  is  a synonym  for  productivity. 

1.  Note,  productivity  (efficiency)  tells  how  well  we  are  using 
the  scarce  resources.  Output  (simply  the  production)  only 
tells  us  how  much  we  produced. 

2.  The  output  in  one  year  or  period  could  be  compared  with  output 
in  a previous  year  or  period  and  we  would  know  if  we  were 
producing  more  or  less,  but  not  how  efficiently  or  productively. 


D.  We  know  now  what  efficiency  is,  what  then  are  the  sources  of 
efficiency? 


II.  A major,  perhaps  the  most  familiar  source,  of  efficiency  is 
special izat ion,  often  called  division  of  labor. 


A.  Specialization  can  be  of  various  types:  the  world's  work  can  be 

divided  into  tasks  (farming,  fishing,  manufacture),  or  there  can 
be  specialized  skills  (doctor,  lawyer,  skilled  factory  worker), 
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III. 


IV. 
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and,  of  course,  geographical  specialization  (raising  coffee, 
oranges).  These  types  often  overlap. 

1.  A skilled  worker  saves  time  and  material,  both  scarce  resources. 

2 Using  the  same  amount  of  the  factors  of  production,  more  oranges 
' can  be  raised  in  Florida  or  California  than  in  Minnesota. 

R An  imoortant  principle  in  specialization  is  comparative  advantage. 
£he  pHnctple  of  comparative  advantage  says  that  every  producer 
Ihnnfd  create  the  good  or  service  which  he  can  produce  with  the 
t heUg rea test6 advantage  or  efficiency.  In  a day's  work  then  more 
goods  and  services  will  be  produced.  By  trading,  hecanacq 
the  goods  and  services  he  did  not  produce  when  he  specia  'zed. 
ijJj.p  his  nartner  in  trade  will  have  more  than  he  could  have 
produced ^"example  wi  1 1 be  given,  in  Part  II.  In  the = Sequenced _ 
Teaching  Plans.  It  will  show  how  both  can  gam  from  the  spec 

zat ion. 

c.  Specialization  means  mutual  dependency,  fol:  the’^ci'al  1- 

rvZd  each  other.  Specialization  also  requires  that  the  spec  ai  i 

zationsbecoordina?ed.  The  farmer  needs  the  plow  and  the  plow 
maker  needs  the  farmer. 

We  have  already  had  an  introduction  to  the  contribution  which  real 
capital  (tools  and  machines)  makes  to  efficiency  (see  Units  '• 

We  also  know  that  one  source  for  acquiring  the  r®a  /f2 3*3!  i ranif-al 

saving  part  of  the  current  income  and  investing  it  (buying  re  p 

currently  being  produced).  (See  Unit  3.) 

A The  definition  of  real  capital  was  given  earlier  since  it  was 
necessary  to  see  it  as  one  of  the  factors  of  production. 

B Also  real  capital  (producer  good)  represented  one  of  the  basic 
choices,  that  is,  between  consumer  and  producer  goods. 

C.  Now,  the  concept  is  re-introduced  to  show  its  full  significance, 
namely,  as  a major  source  of  efficiency. 

the  size  of  the  enterprise  is  called  economies  of  scale. 

A.  The  size  or  scale  of  operation  may  make  possible  an  increased 
efficiency  for  the  following  reasons: 

1.  Greater  use  of  real  capital  than  would  be  so  under  a smaller 
scale  of  operation,  e.g.  electric  tools. 

2 Greater  use  of  division  of  labor,  e.g.  line  assembly  produc- 

tion, with  each  worker  performing  only  a single  operation. 
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3.  Other  possibilities:  buy ing  materials  in  bulk  and  at  lower 

prices;  research  and  development;  more  favorable  financing. 

B.  Scale  of  enterprise  is  often  referred  to  as  large-scale  enterprise. 
Large-scale  enterprise  is  a dramatic  demonstration  of  the  possible 
gains  in  efficiency  due  to  scale,  but  at  any  size  there  may  be  such 
possible  gains  attributable  to  the  size  of  operation,  e.g.  the 
cafeteria  with  the  automatic  change  maker. 

V.  One  major  source  of  efficiency  is  the  mot ivat ion. 

A.  The  motivation  to  be  efficient  is  not  present  in  all  societies 
nor  in  every  human  being.  It  is  both  a cultural  and  personal 
value. 

B.  The  major  motive  in  a capitalist  society  to  stimulate  the  producer 
to  be  efficient  is  the  prof i t mot ive.  Profits  may  come  from  lower 
costs  and  also  from  higher  prices.  When  profits  come  from  lower 
costs,  very  likely  scarce  resources  have  been  used  more  efficiently. 

C.  Differences  in  wages  may  also  be  a way  to  encourage  the  workers  to 
be  more  efficient. 

D.  Honors,  prizes,  promotions,  etc.  are  other  ways  for  encouraging 
efficiency. 

VI.  More  and  more  it  is  being  recognized  that  the  well-springs  of  efficiency 

are  education,  basic  or  pure  science  and  technology  (applied  science). 

A.  Knowing  more  about  nature  and  human  beings  helps  us  to  make  a more 
effective  use  of  natural  forces  and  human  reactions. 

B.  Education  and  science  may  be  goals  in  themselves,  but  they  are 
basic  to  man*s  capacity  to  be  more  efficient  in  the  use  of  scarce 
re sou rces . 

C.  Efficiency,  then,  originates  both  in  the  schools,  colleges  and 
university  and  also  in  the  private  and  public  production  of  goods 
and  services. 

VII.  Relation  to  other  disciplines  (illustrations) 

A.  Geography:  Territorial  division  of  labor  (specialization)  is  one 

source  of  efficiency. 

B.  Sociology:  Improved  machines  may  cause  technological  unemployment. 

Those  without  skills  or  with  unwanted  skills  still  are  consumers, 
have  fami 1 ies,  etc. 

C.  Political  science:  Anti-trust  action  may  be  used  to  stimulate 

competition  and  increase  efficiency.  Sometimes,  as  in  the  case  of 
a public  utility,  it  is  more  efficient  to  have  a single  supplier 
regulated  by  law. 
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D. 


Psychology:  Increased  efficiency  resting  upon  changing  technology 

means  that  many  persons  must  face  the  challenges  of  re-training, 
rapidly  changing  technology  means  continuous  adaptation. 
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SCARCITY  AND  BASIC  ECONOMIC  DECISIONS 
Unit  5:  Stimulating  Efficiency 

Part  II:  Outline  of  Teaching  Suggestions 


I.  Comments  on  the  Content 

A.  Problems  in  teaching  the  concept 

1.  Many  texts  include  allocation  and  efficiency  in  one  decision, 
namely,  "how"  to  use  resources.  As  already  indicated  (Unit  4, 
Part  II),  allocation  and  efficiency  are  treated  in  this  outline 
as  separate  decisions  because  it  is  easier  to  teach  and  learn. 
Why  it  is  easier  will  be  explained  below  in  the  discussion  of 
the  abstraction  level. 

2.  Allocation  and  efficiency  are  often  treated  together  because 
they  both  involve  mov ? ng  and  combining  the  factors  of  produc- 
tion. Allocation  is  concerned  with  the  movement  of  the  fac- 
tors from  one  employment  to  another;  efficiency  implies  a 
shifting  and  combining  of  the  factors  to  make  the  most 

ef feet ive  use  of  them. 

3.  Allocation  and  efficiency  are  not  only  similar  in  that  both 
involve  movement,  they  are  also  rel ated,  e.g.  the  ability  of 
labor  to  move  from  one  job  to  another  will  influence  the  use 
of  labor  in  the  plant.  Also  the  market  price  of  labor  (wages) 
is  related  to  the  costs  (labor  costs)  of  the  producer. 

4.  Still,  it  is  easier  to  understand  allocation  and  efficiency 
if  they  are  treated  separately  and  then  are  shown  to  be 
similar  and  related. 

B.  The  concept  as  part  of  the  unfolding  structure 

1.  Scarcity:  Because  the  factors  of  production  are  scarce,  it 

is  necessary  to  make  them  go  as  far  as  possible,  that  is,  to 
get  the  greatest  output  for  given  inputs. 

2.  Flows:  Increased  efficiency  makes  possible  a greater  flow  of 

goods  and  services  produced  from  a given  amount  of  the  factors 
of  production.  It  is  a source  of  economic  growth. 

3.  Coordination:  The  need  to  stimulate  efficiency  means  that 

institutions  must  be  devised  to  p*rovide  the  stimulation,  e.g. 
competition,  the  profit  motive,  etc. 

4.  Marginalism:  To  increase  efficiency  it  is  necessary  to  compare 

the  contribution  made  by  one  additional  unit  of  a factor  with 
another.  It  may  increase  efficiency  to  use  an  additional  unit 
of  capital  rather  than  an  additional  unit  of  labor. 
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5.  Institutional  factors:  The  motivation  about  efficiency  is  a 

part  of  the  culture  and  will  be  influenced  by  social  and 
political  elements,  e.g.  competitiveness,  political  action  to 
assure  competition,  etc. 

II.  Comments  on  the  Learning  Process 

A.  Vocabulary 

1.  The  term  "efficiency"  is  a familiar  one.  The  phrase  "getting 
the  most  for  the  least"  makes  sense,  but  a student  must  be 
helped  to  spell  out  what  the  words  really  mean. 

2.  In  this  outline,  productivity  is  used  as  a synonym  for 
efficiency. 

3.  The  term  "production"  is  often  used  erroneously  for  "produc- 
t ivity." 

B.  Mathematical  concepts  and  skills 

1.  Output  and  inputs  need  to  be  measured  or  counted,  e.g.  in 
units,  pounds,  man-hours. 

2.  The  notion  of  marginal  contributions  is  needed  to  be  sure 
that  the  factor  used  contributes  more  than  another,  hence, 
continuous  marginal  comparisons  must  be  made. 

3.  Efficiency  is  a ratio  of  output  to  inputs  (see  Part  I). 

4.  An  increase  in  efficiency  is  measured  as  one  ratio  over 
another,  that  is,  as  a complex  fraction.  (See  Part  I.) 

5.  Measuring  gains  from  scale  of  enterprise  means  a change 
in  the  denominator  (inputs). 

C.  Ability  to  Generalize 

1.  Considering  the  stimulation  of  efficiency  as  a separate 
decision  under  "how",  makes  the  task  of  teaching  and  learning 
about  efficiency  easier. 

2.  Everyone  has  a gl impse  of  what  efficiency  means  and  many 
examples  can  be  found  in  everyday  life.  Even  the  sources  of 
efficiency  can  be  easily  demonstrated  from  familiar  experiences. 

3.  Because  examples  are  so  plentiful  and  so  easily  understood,  it 
is  easier  to  establish  as  generalized  abstractions  such  notions 
as  specialization,  scale  of  enterprise,  etc. 

4.  Once  understood  separately,  the  similarities  and  relations  of 
allocation  and  efficiency  can  be  more  easily  stated. 
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D.  Background 

1.  Some  elements  of  efficiency  exist  in  nearly  all  personal  back- 
grounds. 

2.  Perhaps  less  clear  would  be  scale  of  enterprise  and  the  profit 
motive,  but  to  an  extent  both  of  these  can  be  illustrated  from 
individual  experiences. 

3.  Emphasizing  the  relation  of  education,  science  and  technology 
will  make  it  possible  to  give  a new  look  to  the  school. 

III.  Learning  Situations 

A.  From  Teacher  to  Teacher 

Because  of  the  scarcity  of  the  factors  of  production,  almost  every 
society  faces  four  basic  economic  decisions: 

1 . What  to  produce? 

2.  How  to  allocate  its  resources  (factors  of  production)? 

3.  How  to  stimulate  efficiency  of  production? 

4.  How  to  distribute  the  production  among  the  members  of  society? 

The  economic  implications  of  society’s  decisions  about  - What  to 
produce?,  were  examined  in  Unit  3.  In  Unit  4,  the  relationship 
between  these  decisions  and  the  allocation  of  a society’s  resources 
was  established.  This  unit  investigates  how  a society  may  stimulate 
the  moSv  efficient  use  of  scarce  resources. 

Economists  make  an  important  distinction  between  the  terms  "produc- 
tion" and  "productivity."  The  first  learning  situation  illustrates 
efficiency  gains,  or  to  use  the  new  term,  "productivity"  gains. 

In  the  first  example  the  output  (production)  remains  constant 
while  the  input  is  reduced.  In  the  second  example  the  output 
increased  but  labor  input,  in  terms  of  time  spent  on  each  unit  of 
output,  decreased. 

The  first  example  shows  productivity  gain  only,  the  second  example 
illustrates  productivity  gains  in  a situation  where  production 
also  increases. 

The  remaining  learning  situations  deal  with  methods  by  which  a 
society  may  stimulate  efficiency  (i.e.,  increase  its  productivity). 
These  methods  may  be  grouped  under  three  general  categories  for 
purposes  of  analysis:  1)  specialization,  2)  scale  of  enterprise 

and  3)  motivation. 

The  most  familiar  illustration  of  specialization  is  the  division 
of  labor.  The  second  learning  situation  begins  with  an  examina- 
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tion  of  this  form  of  specialization  as  it  affects  efficiency.  The 
concept  of  absolute  advantage  is  merely  an  expanded  form  of 
division  of  labor  specialization.  When  we  compare  two  producers, 
one  of  which  has  absolute  advantages  in  the  production  of  two  dif- 
ferent goods  or  services,  we  find  that  specialization  will  still 
lead  to  productivity  gains.  In  order  to  understand  how  speciali- 
zation in  this  situation  is  still  advantageous  to  both  producers, 
it  is  necessary  to  introduce  the  concept  of  trade  in  an  elementary 
form.  Since  the  concept  of  trade  is  primarily  a flows  concept, 
there  is  no  need  to  develop  it  in  depth  at  this  point. 

Scale  of  production  is  another  method  of,  stimulating  efficiency. 
This  method  and  its  limitations  are  illustrated  in  the  third 
learning  situation.  This  learning  situation  also  illustrates  how 
science  and  technology,  when  applied  to  production  may  lead  to 
productivity  gains.  Another  major  source  of  efficiency  is  the 
motivation  to  be  efficient.  The  fourth  learning  situation  is  an 
example  in  which  the  psychological  questions  relating  to  motivation 
can  be  discussed  in  terms  of  their  economic  implications  for  pro- 
ductivity. In  addition,  this  learning  situation  illustrates  how 
increased  education  acts  to  stimulate  efficiency. 

B,  Sequenced  Learning  Situations 

1.  First  Situation:  Definition  of  Efficiency  (Student  Materials, 

page  573) 

a.  Introduce  this  situation  by  asking  students  to  explain 
what  they  think  efficiency  means.  Getting  the  most  for 
the  least  is  one  common  way  of  expressing  it.  What  is 
meant  when  one  says  that  "This  car  is  efficient",  "That 
person  is  efficient"  or  "So  and  so  operates  an  efficient 
business"? 

Ask  students  to  decide  which  they  think  is  most  efficient: 

a power  lawn  mower  or  hand  lawn  mower 
a hand  egg  beater  or  an  electric  mixer 
a paint  brush  or  a paint  sprayer 
a needle  and  thread  or  a sewing  machine 

In  each  instance  have  the  students  explain  why  they  chose 
the  item  they  did.  (In  certain  circumstances  the  power 
tools  may  be  less  efficient,  so  allow  students  to  specu- 
late freely.)  Students  are  likely  to  give  the  label  of 
efficiency  to  those  things  which  get  the  job  done  properly 
and  in  the  least  amount  of  time  with  least  expenditure  of 
labor. 
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A Matter  of  Efficiency 

Dave  was  given  a new  weekend  chore.  His  parents  had  decided  that  he  ought 
to  do  something  to  help  keep  the  garden  neat.  He  had  to  cut  the  front  and 
rear  lawns  every  Saturday  during  the  summer  before  he  could  go  off  with 
his  friends  to  the  swimming  pool.  Each  weekend  he  dragged  the  old  hand 
mower  out  of  the  garage  and  began  to  cut  the  grass  in  a haphazard  manner. 
Back  and  forth  across  the  lawn  he  went,  sometimes  having  to  go  over  an 
area  two  or  three  times  before  the  grass  was  short  enough.  "Gee,"  he 
muttered,  "why  don't  we  plant  concrete  and  paint  it  green."  At  other  times 
he'd  think  how  much  better  it  would  be  if  the  mower  blades  were  five  feet 
long  — "a  couple  of  swipes  and  I'd  have  it  done."  Then  he'd  wonder  how 
he'd  ever  turn  a five  foot  mower  around  at  the  end  of  each  run.  It  was  bad 
enough  turning  this  one  with  a 20  inch  blade.  After  the  grass  was  cut  he 
had  to  rake  the  clippings  and  load  them  into  a garbage  can.  When  the  job 
was  finished,  two  and  a half  hours  of  his  precious  Saturday  time  were  gone, 
but  he  knew  he  had  to  do  this  before  he  could  go  to  the  swimming  pool  or 
to  a movie. 

On  one  particular  Saturday  morning  a friend  stopped  by  to  wait  for  him. 

As  Dave  rushed  to  get  the  job  done,  Jim  suggested  that  he'd  do  his  job 
quicker  if  he'd  plan  it  a little  better.  Instead  of  going  back  and  forth 
across  the  lawn,  he  showed  him  how  to  go  around  the  whole  lawn  a strip  at 
a time  gradually  working  in  to  the  middle.  "That  way,"  Jim  said,  "you'll 
see  where  you  af*e  and  you  won't  have  to  turn  the  mower  around  at  the  edge 
of  the  lawn  every  few  minutes."  Dave  followed  his  advice  and  cut  his  time 
to  two  hours. 

The  following  week  he  was  still  concerned  about  the  time  he  was  spending 
on  the  lawn  so  he  looked  around  in  the  garage  for  the  canvas  grass  catcher. 
He  found  it  behind  the  storm  windows.  It  was  almost  new  — his  father 
never  had  used  it.  "Too  much  trouble  to  keep  it  on,"  he'd  say.  Dave  tight- 
ened up  one  or  two  screws  and  fitted  it  on  to  the  mower.  That  morning  he 
cut  his  time  to  one  and  a half  hours  and  didn't  forget  to  let  his  father 
know  how  quickly  he  was  getting  the  job  done.  His  father  seemed  quite 
impressed  but  then  added  half  seriously,  "That's  too  bad  — you  were 
taking  so  'ong  to  get  it  done  that  I had  almost  decided  to  buy  a power 
mower.  Now  that  you  are  so  efficient  I guess  I won't  have  to." 

Dave  lost  no  time  in  convincing  his  father  that  with  a power  mower  he 

would  do  the  job  even  faster  and  it  would  be  so  much  neacer,  too.  Besides, 

if  they  had  a power  mower  he'd  earn  his  pocket  money  by  cutting  the 
neighbors'  lawns  while  they  were  on  vacation.  "We'll  see  about  that  when 
the  time  comes,"  said  his  father. 

One  week  later  Dave  was  out  early  zipping  through  the  grass  with  the  hew 
mower.  He  didn't  even  have  to  rake  or  dump  the  cuttings.  This  new  machine 
cut  them  up  so  fine  that  they  could  be  left  on  the  lawn.  He  didn't  have 
to  push  either.  With  a little  gasoline,  a yank  on  the  starterand  a good 

straight  eye  he  cut  even  the  longest  grass  with  ease.  In  minutes  the 

job  was  complete  and  as  he  grabbed  his  suit  and  towel  he  thought,  "Good 
deal!  Boy,  talk  about  efficiency'." 
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b.  These  questions  may  be  used  to  stimulate  a discussion  of 
efficiency  as  it  relates  to  Daye's  experience: 

(1)  What  was  Dave's  first  thought  about  improving  his 
eff ic iency? 

(?)  If  the  five  foot  blade  cut  three  times  more  grass 

than  the  20  inch  blade,  why  did  he  decide  it  wouldn  t 
be  such  a good  idea? 

(3)  Under  what  circumstances  would  a five  foot  blade  be 
efficient? 

(k)  What  influence  did  Jim's  advice  and  the  attachment 
of  the  grass  catcher  have  on  Dave's  efficiency? 

(5)  What  factors  made  the  power  mower  more  efficient 
than  the  hand  mower? 

(6)  ' Under  what  circumstances  would  the  hand  mower  be 

more  efficient  than  the  power  mower? 

(7)  How  would  Dave  define  efficiency? 

c.  The  definition  of  efficiency  may  be  further  explored  by 
making  some  measurements  of  efficiency.  To  do  this  we 

must  know: 

(1)  the  Output  - how  much  goods  and  services  are 
produced. 

(2)  the  Input  - the  total  cost  (in  time  or  money)  needed 
to  produce  the  output. 

Efficiency  is  a comparison  between  the  Output  and  the 
Input  and  is  expressed  by  economists  as  a formula: 

Output  JL 

Input  I 

The  comparative  efficiency  of  a person,  industry  or  nation 
at  one  time  may  be  compared  with  the  eff ic iency  at  another 
time  by  the  following: 

Efficiency  at  a given  period  or  time, — 
Efficiency  at  a previous  period  or  time 

which  is  actually  Output 

Input 

Output 

Input 


mmmmk 
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With  these  formulas  in  mind  we  may  calculate  efficiency. 

Note:  Point  out  to  students  that  efficiency  is  a synonym 

for  product  ?v itv  and  refers  to  how  well  scarce  resources 
are  used.  It  must  not  be  confused  with  production  (or 
Output)  which  is  simply  a statement  of  how  much  goods  and 
services  are  produced  and  does  not  involve  a comparison. 

d.  The  following  can  be  used  to  illustrate  how  efficiency 
involves  a comparison  between  outputs  and  inputs. 

Pat  volunteered  to  knit  four  small  scarves  for  babies  for 
a charity  bazaar.  She  had  just  learned  to  knit  and  was 
interested  in  seeing  how  much  more  efficient  she  would  be 


as  her  scarf  project  progressed.  To  do  this 
following  record: 

she  kept  the 

First  Scarf 

Wool 

$1.00 

Needles 

.75 

Pattern 

.25 

Time  (6  hours  (®  50$  per  hour) 

3.00 

Total  Input  $5.00 

The  scarves  were  tagged  to  sell  at  the  bazaar  for  $5.00 
each  which  can  be  considered  the  output. 


Pat's  first  scarf  took  six  hours  because  of  her 
inexperience  (she  had  to  rip  it  out  twice  and  begin  over 
again).  When  the  next  attempt  was  made  she  benefited 
from  her  experience. 

Next  Three  Scarves 


Wool 

$3.00 

*Need1es 

.75 

^Pattern 

.25 

Time  (7 

hours  @ 50$  per  hour) 

JL5Q 

Total 

Input 

$7.50 

Output  = 

$15.00 

*For  the  sake  of  simplicity  we  have  not  included  consideration  of  the 
depreciation  of  needles  and  pattern.  A precise  attempt  at  calculating 
efficiency  would  take  this  into  consideration.  In  this  instance,  how- 
ever, we  are  mainly  interested  in  how  Pat  increased  her  personal  efficiency 
by  experience. 
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Pat's  efficiency  may  be  calculated  by  using  the  formula: 


Output  for  second  attempt 
Input  for  second  attempt 
Output  for  first  attempt 
Input  for  first  attempt 


15 

7.5  =2  = 2. 

_£ 1 

5 


Because  of  Pat's  increased  skill  at  knitting  she  was  twice 
as  efficient  in  her  second  attempt  than  in  her  first. 


2.  Second  Situation:  Specialization  (Student  Materials,  page  575) 

a.  The  previous  learning  situation  tried  to  define  the  concept 
of  efficiency.  Students  should  now  be  ready  to  discover 
some  of  the  means  by  which  efficiency  may  be  stimulated. 

The  second  learning  situation  will  deal  with  the  concept 

of  specialization  as  it  serves  to  stimulate  efficiency. 
Specialization  can  be  divided  into  three  basic  types: 

(1)  Specialization  due  to  division  of  labor. 

(2)  Specialization  due  to  equal  advantage. 

(3)  Specialization  due  to  comparative  advantage. 

b.  Division  of  labor  specialization.  This  type  of  special- 
ization may  be  introduced  by  discussing  with  students 
the  process  involved  in  arranging  for  a school  dance. 

What  is  the  first  thing  that  is  done  after  a decision 

to  have  a dance  is  reached?  Committees  are  organized  and 
certain  individuals  are  usually  asked  to  be  responsible 
for  such  things  as:  decorations,  orchestra,  refreshments, 

tickets,  etc. 

Why  is  organization  necessary?  What  usually  happens  when 
there  is  no  organization  or  when  individuals  fail  to 
follow  through  with  their  assigned  role?  Students  are 
probably  well  aware  of  what  happens  when  no  one  takes 
responsibility  or  when  everyone  tries  to  do  everything. 

c.  Division  of  labor  specialization  may  be  further  dramatized 
by  selecting  a group  of  three  or  four  students  to  perform 

a simple  function  such  as  producing  an  advertising  circular 
for  a school  event  (such  as  a play,  dance  or  concert). 
Required  equipment  will  include:  paper,  one  stapler,  two 

pens.  A short  message  such  as,  "You  are  invited  to  Attend 
the  School  Dance  on  Friday  at  8:30  P.M."  will  be  sufficient 
for  the  content  of  the  circular.  The  circulars  should  be 
folded,  stapled  and  addressed  by  the  group. 


The  teacher  may  wish  to  contrast  differences  in  efficiency 
by  allowing  every  student  to  write  the  messages,  fold  the 
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circulars  and  staple  them,  or  by  giving  a particular  task 
to  each  of  the  students.  Time  the  operation  in  each  case 
allowing  two  minutes  for  the  task.  How  many  circulars  are 
produced  by  each  method?  Can  the  students  devise  other 
ways  of  producing  the  circulars  so  that  in  a given  time  of 
two  minutes  they  can  produce  more  circulars? 


d.  Before  the  classroom  demonstration  of  specialization  due 
to  equal  advantage  is  given,  the  teacher  can  illustrate 
how  this  specialization  occurs  in  real  production. 

Oranges  can  conceivably  be  raised  in  both  Florida  and  in 
Iowa  and  wheat  could  also  be  raised  in  either  state.  How- 
ever, Florida  has  an  equal  advantage  over  Iowa  in  orange 
production  and  Iowa  has  an  equal  advantage  over  Florida  in 
wheat.  This  is  because  Florida  has  ideal  conditions  for 
oranges  and  Iowa  has  ideal  conditions  for  wheat,  while 
Florida's  wheat  production  and  Iowa's  orange  production 

are  extremely  marginal  and  risky.  So  if  Florida  specializes 
in  producing  oranges  and  Iowa  in  wheat  their  total  produc- 
tion of  both  commodities  will  increase  because  the  land 
which  was  used  for  producing  marginal  crops  is  now  used 
for  producing  the  crop  for  which  ideal  conditions  exist. 

Now  if  Florida  and  Iowa  can  agree  to  trade,  both  will  be 
better  off  because  of  specialization. 

e.  Specialization  due  to  equal  advantage  can  be  demonstrated 
through  the  use  of  a classroom  illustration.  Materials 
needed  for  this  demonstration  are  two  piles  of  cards  of 
contrasting  colors  (we  have  chosen  to  use  red  and  blue) 
and  two  student  desks.  There  is  also  need  for  30  feet  to 
35  feet  of  classroom  space. 


f.  In  the  first  part  of  this  demonstration  the  red  cards 

should  be  placed  on  a desk  in  such  a manner  that  they  are 
20  feet  away  from  one  student  (Mary)  and  10  feet  away  from 
another  student  (Joe).  The  blue  cards  should  be  on  a desk 
10  feet  from  Mary  and  20  feet  from  Joe.  The  following 
diagram  suggests  a simple  arrangement  for  this  demonstration: 


Mary 


B1  ue 


Joe 
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Note  to  the  teacher:  Before  putting  the  demonstration 

into  action,  the  mathematical  explanation  of  the  demonstra- 
tion should  be  presented  on  the  chalkboard. 

Time  for  demonstration  - 90  seconds.  Assume  that  the 
average  speed  that  they  walk  is  two  feet  per  second.  Each 
student  may  pick  up  only  one  card  at  a time  and  return  it 
to  the  starting  point.  They  should  spend  one-third  of 
their  time  getting  cards  from  the  closest  pile  and  two- 
thirds  of  their  time  getting  cards  from  the  farthest  pile. 
The  results  should  be  approximately  as  follows: 


Table  I 


Without  Specialization 

Name 

of 

Student 

Time 

in  Seconds 

Red 

Cards 

Time 

in  Seconds 

Blue 

Cards 

Total 

Red  & Blue 
Cards 

Mary 

60 

3 

30 

3 

6 

Joe 

30 

3 

60 

3 

6 

Total s 

90 

6 

90 

6 

12 

This  demonstrates  the  "production"  which  is  possible  with- 
out specialization.  Note  that  the  total  output  is  twelve 
red  and  twelve  blue  cards. 

Suppose  now  that  Mary  gets  only  blue  cards  and  Joe  gets  only 
red  cards  using  the  same  amount  of  time  (90  seconds).  This 
is  what  should  happen: 


Table  II 


With  Special izat ion 

Name 

of 

Student 

i 

Time 

in  Seconds 

Red 

Cards 

Time 

in  Seconds 

Blue 

Cards 

Total 

Red  & Blue 
Cards 

Mary 

0 

0 

90 

9 

9 

Joe 

90 

9 

0 

0 

9 

Totals 

90 

9 ‘ 

90 

9 

18 

Specialization,  in  this  case  due  to  equal  absolute 
advantage,  has  increased  "production"  by  six  red  and  six 
blue  cards. 


i 
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g.  Select  two  students  to  perform  the  experiment.  Due  to 
variations  in  their  walking  speeds,  the  results  of  the 
actual  experiment  may  be  si ightly  different  than  the 
idealized  mathematical  calculation.  However,  if  the  stu- 
dents do  not  take  their  roles  in  the  experiment  seriously, 
they  may  create  a large  discrepancy  and  distort  the  concept 
for  the  class. 

h.  Two  additional  students  might  be  selected  to  serve  as 
tabulators  and  another  student  will  time  the  operations. 

A third  table  (illustrated  below)  should  be  prepared  on 
the  chalkboard  alongside  of  the  previous  tables.  As  the 
experiment  proceeds,  the  results  can  be  tabulated  directly 
on  this  table. 


Table  III 


Without  Specialization 

Name 

of 

Student 

Time 

in  Seconds 

Red 

Output 

Time 

in  Seconds 

Blue 

Output 

Total 

Red  & Blue 
Output 

60 

# * 

30 

30 

60 

Totals 

90 

90 

Table  IV 


With  Specialization 

Name 

of 

Student 

Time 

in  Seconds 

Red 

Output 

Time 

in  Seconds 

Blue 

Output 

Total 

Red  & B1  ue 
Output 

0 

90 

90 

0 

v 

Totals 

90 

90 

i.  The  gains  due  to  specialization  are  easily  seen  in  the 

above  example  where  each  producer  has  an  equal  advantage  in 
producing  one  of  the  two  products.  It  is  more  difficult 
to  visualize  gains  from  specialization  when  one  of  the 
producers  has  an  advantage  in  producing  both  products. 

For  example: 
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For  several  years  the  Kingsley  Corporation  operated  two 
field  and  Yonkers.  Both  plants  produced  electric  irons 
The  following  chart  shows  the  typical  yearly  production 


plants  in  Spring- 
and  toasters, 
for  both  plants: 


Plant 

Electric 
1 rons  Produced 

Time 

Spent 

Electric 

Toasters  Produced 

Time 

Spent 

Springfield 

6,000 

1/3  year 

8,000 

2/3  year 

Yonkers 

4,000 

1/3  year 

4,000 

2/3  year 

Totals 

10,000 

2/3  year 

12,000 

1 1/3  year 

The  corporation's  economist  suggested  that  production  could  be  increased 
if  both  plants  specialized.  Which  plant  should  specialize  in  producing 
irons  and  which  plant  should  specialize  in  producing  toasters?  You  can 
see  that  the  Springfield  plant  was  more  efficient  than  the  Yonkers  plant 
in  the  production  of  both  irons  and  toasters.  For  every  four  irons 
produced  by  the  Yonkers  plant  the  Springfield  plant  turned  out  six  irons 
over  the  same  period  of  time  (one-third  of  a year)  and  for  every  four 
toasters  made  at  the  Yonkers  plant  the  Springfield  plant  produced  eight 
in  the  same  time  period  (two-thirds  of  a year).  Consequently,  the 
economist  concluded’  that  the  Springfield  plant  should  spend  the  whole 
year  specializing  in  the  production  of  toasters  where  they  had  a two  to 
one  advantage,  and  that  the  Yonkers  plant  should  produce  only  irons 
because  in  producing  irons  they  had  the  least  comparative  disadvantage 
(six  to  four  or,  reducing  this  to  lowest  terms,  three  to  two).  The 
production  of  the  two  plants  showed  these  results  under  the  new  produc- 
tion program. 


Electric 

^hron^Producec^ 

Time 

^Jgent^ 

Electric 

Toasters  Produced 

Time 

Spent 

Springfield 

0 

0 

12,000 

1 year 

Yonkers 

12,000 

1 year 

0 

0 

Totals 

12,000 

1 year 

12,000 

1 year  j 

Thus  specialization  in  terms  of  comparative  advantage  resulted  in  a 
productivity  gain  of  2,000  electric  irons. 

j.  The  next  demonstration  illustrates  productivity  gains 

due  to  specialization  when  a comparative  advantage  exists 
for  one  producer  over  another.  It  is  similar  to  the 
experiment  used  previously  to  show  gains  due  to  special- 
ization in  terms  of  inherent  advantage.  Again,  we  will 
assume  that  Mary  and  Joe  both  want  blue  cards  as  much  as 
red  cards  and  that  the  walking  speed  (the  intensity  of 
labor)  remains  constant.  The  classroom  setup  for  the 
experiment  is  given  on  the  next  page: 
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Classroom 


Setup 


From  the  diagram  above  Mary  has  a comparative  advantage 
in  production  of  both  red  and  blue  cards. 

Without  specialization:  if  each  of  the  participants 

spends  one-third  of  his  time  getting  blue  cards  and  two- 
thirds  of  his  time  getting  red  cards  during  a 90  second 
' time  period  the  results  will  be  as  follows: 


Table  V 


Without  Specialization 

Name 

of 

Student 

Time 

in  Seconds 

Red 
Ca  rds 

Time 

in  Seconds 

Blue 

Cards 

Total 

Red  & Blue 
Cards 

Mary 

60 

4 

30 

3 

7 

Joe 

60 

2 

30 

2 

4 

Totals  | 

| 120 

6 

6C 

5 

11 

With  specialization:  !f  both  red  and  blue  cards  are 

equally  desired,  then  the  highest  total  production  of 
both  would  be  most  desirable.  If  Mary  spends  all  her 
time  getting  red  cards  and  Joe  spends  all  his  getting 
blue  cards  the  following  will  result: 


I 


fc.toHiiiMtfc 
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Table  VI 


With  Specialization 

Name 

of 

Student 

Time 

in  Seconds 

Red 

Cards 

Time 

in  Seconds 

Blue 

Cards 

Total 

Red  & Blue 
Cards 

Mary 

90 

6 

0 

0 

6 

Joe 

0 

0 

90 

6 

6 

Totals 

90 

6 

90 

6 

12 

k.  Tables  V and  VI  show  the  mathematical  model  for  calculating 
the  gains  due  to  specialization.  These  should  be  placed 

on  the  chalkboard  and  explained  prior  to  the  experiment. 

The  tables  indicate  a gain  of  two  blue  cards  with  no 
reduction  in  the  production  of  red  cards. 

l.  For  the  experiment,  select  two  students  to  take  the  roles 
of  Joe  and  Mary.  Also  select  a time  keeper.  The  blank 
Tables  VII  and  VIII  given  below  should  be  placed  alongside 
of  Tables  V and  VI  on  the  chalkboard  before  the  experiment 
begins  if  tabulation  is  to  be  done  at  the  board.  Again, 
space  for  tabulation  by  individual  students  is  provided 

in  the  Student  Materials.  Tables  VII  and  VIII  illustrate 
the  blank  tables  that  are  found  in  the  Student  Materials. 

Table  VII 


Without  Specialization 

Name 

of 

Student 

Time 

in  Seconds 

Red 

Output 

Time 

in  Seconds 

Blue 

Output 

Total 

Red  & Blue 
Output 

60 

30 

30 

- 

60 

Total s 

90 

90 

o 
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Table  VIII 


With  Special izat  ion 

Name 

of 

Student 

Time 

in  Seconds 

Red 

Output 

T ime 

in  Seconds 

B1  ue 
Output 

Total 

Red  & Blue 
Output 

• 

0 

90 

90 

0 

Totals 

90 

90 

m.  Tables  V and  VI  indicate  that  mathematically  the  result 
of  specialization  will  in  this  case  produce  one  additional 
blue  card  with  no  reduction  in  red  card  production.  Com- 
pare the  results  of  the  experiment  (Tables  VII  and  VIII) 
with  the  mathematical  predictions.  If  a discrepancy 
exists,  what  factors  might  be  responsible  for  the  dif- 

fe rences? 

n.  The  last  demonstration  raises  a question  about  the  problems 
of  trade  between  two  specialized  producers.  Specialization 
will  not  take  place  unless  both  producers  can  reach  a 
satisfactory  agreement  on  the  terms  of  trade.  The  problem 
of  finding  a basis  of  trade  is  usually  complicated  by  non- 
economic considerations,  or  as  in  the  case  of  international 
trade  by  more  complex  economic  relationships.  At  this 
point,  we  want  to  examine  only  the  fundamental  economic 
relationship  involved  in  trade.  For  this  reason  we  will 
assume  that  Joe  and  Mary  are  both  interested  in  obtaining 
the  largest  possible  share  of  the  total  production  and 
that  no  other  considerations  will  influence  the  terms  of 
trade. 

Since  the  total  output  of  reds- was  not  increased  with 
specialization,  both  Mary  and  Joe  Will  want  to  receive 
at  least  the  same  number  of  reds-  with  specialization  as 
they  had  without  specialization: 

Red  Cards  With  Specialization 

Without  Specialization  and  Trade 

Mary  4 4 

Joe  2 2 

Specialization  resulted  in  the  production  of  one  addi- 
tional blue  card.  If  Mary  and  Joe  each  receive  one-half 
of  the  additional  blue  card,  the  resulting  distribution 
of  blue  cards  will  be: 
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Blue  Cards 

Without  Special izat ion  With  Special ization 

Mary  3 31/2 

Joe  2 2 1/2 

With  specialization  Mary  produced  all  the  red  cards  (six 
of  them)  and  Joe  produced  all  the  blue  cards  (six  of 
them),  Mary  will  keep  four  red  cards  for  herself  and 
trade  two  red  cards  to  Joe.  Joe  will  keep  two  and  one- 
half  blue  cards  (one-half  more  than  he  had  without  special* 
ization)  and  trade  three  and  one-half  blue  cards  to  Mary. 
The  trade  is  then  two  red  cards  for  three  and  one-half 
blue  cards,  or,  to  put  it  another  way,  one  red  card  is 
worth  one  and  three  quarters  blue  cards.  The  class  can 
take  the  output  figures  that  resulted  from  their  experi- 
ment (tables  seven  and  eight)  and  calculate  the  terms  of 
trade  based  on  their  statistics  either  as  a classwork  or 
homework  assignment. 

o.  In  all  the  examples  given  in  this  learning  situation, 
specialization  has  resulted  in  productivity  gains.  In. 
actual  production,  however,  specialization  has  its  limita- 
tions. On  the  blackboard,  the  teacher  can  show  that  in  a 
shoe  factory,  for  example,  output  gains  rise  steadily  with 
increasing  division  of  labor  up  to  a point  where  they 
level  off  and  eventually  decline. 


Increasing  division 
of  labor  ■ ~ 


Students  may  be  asked  to  account  for  the  decl ine  in  output 
after  the  point  D is  reached.  Or,  to  ask  the  question  in 
another  way,  how  would  they  account  for  the  fact  that 
specialization  of  labor  (increasing  division  of  labor) 
resulted  in  output  gains  up  to  point  D but  not  beyond  that 
point? 
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3.  Third  Situation:  Gains  in  Efficiency  from  Scale  of  Production 

(Student  Materials,  page  577) 


a.  Another  source  of  efficiency  or  productivity  is  the  size 
or  scale  of  operation.  An  excellent  example  of  how  scale 
of  operation  led  to  more  efficiency  is  the  Ford  Motor 
Company  which  began  as  the  Detroit  Automobile  Company  in 
1899  when  Henry  Ford  had  accumulated  enough  money  and 
skill  to  begin  the  manufacture  of  automobiles.  In  the 
two  years  of  its  existence  this  company  produced  twenty 
cars.  Why?  This  description  gives  the  answer. 


The  First  Fords 


"The  men  assembled  the  motors  on  a bench.  The  frame  of  the  car  was  then 
placed  on  wooden  horses,  and  the  motor,  transmission,  springs,  and  axles 
were  installed.  This  furnished  a complete  chassis;  wheels  were  then 
attached,  and  finally  the  body  (that  is,  sides,  seats,  cushions,  dash, 
and  so  on)  was  assembled.  • .An  immense  amount  of  detailed  hand  work 
was  involved,  with  much  alteration  or  repair  of  parts  that  did  not  fit, 
and  much  drilling,  riveting,  and  bolting.  The  number  of  items  to  be 
separately  adjusted  — exhaust,  muffler,  tail  pipes,  brake  rods,  wheels, 
tires,  levers,  dashboard,  windshield,  horns,  fenders,  steps,  and  so  on  — 
seemed  staggering.  The  marvel  is  that  any  of  these  elaborate  early 
carriages  got  put  together  correctly,  and,  with  all  their  bolts,  rivets, 
screws,  and  other  vulnerable  connections,  proved  durable  as  day-in-and- 
day-out  conveyances." 

It  took  almost  three  months  to  assemble  one  carl  One 
of  the  reasons  for  the  company's  failure  was  that  the 
car  was  too  expensive  to  produce  and  too  few  people 
could  buy  it.  In  1908,  however,  Ford  had  so  organized 
the  techniques  of  mass  production  as  to  be  able  to 
produce  the  Model  T (which  for  nineteen  years  was  Ford's 
major  product)  and  seli  it  at  a lower  price  than  other 
cars.  As  production  increased  and  the  company  became 
more  efficient  the  price  of  the  Model  T fell  from  $809 
in  1908  to  $380  in  1926. 

Profits  were  used  to  expand  facilities  which  led  to  still 
greater  productivity.  Large  scale  purchases  of  raw 
materials  and  parts  decreased  the  cost  of  these  items 
thus  allowing  more  money  to  be  used  for  expansion. 

Assembly  plants  were  set  up  in  various  parts  of  the 
country  cutting  the  cost  of  transporting  complete 
automobiles.  By  1914  the  moving  assembly  line  was  in 
operation.  All  these  innovations  increased  the  efficiency 


^ Allan  Nevins,  Ford:  The  T imes.  The  Man.  The  Company.  (New  York: 

Charles  Scribner's  Sons,  1 95*0 > 184  ff.  Reproduced  by  permission. 
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of  Ford  Motor  Company  and  its  production  of  automobiles  . 
rose  from  20  in  1900  to  8,000  in  1907  and  250,000  in  191^1 

b.  Students  should  be  warned  that  scale  of  enterprise  is 
only  one  factor  and  that  by  itself  it  is  not  enough  to 
stimulate  greater  efficiency.  Some  may  infer  that  a 
company  which  keeps  getting  larger  will  automatically 
become  more  efficient.  This  is  not  so.  Remember  Dave's 
five  foot  lawn  mower?  A simple  analogy  may  help  at  this 
point:  Suppose  you  are  given  the  job  of  raking  leaves 

and  you  have  a choice  between  two  rakes  - one  20"  wide 
and  another  40"  - and  you  are  supposed  to  have  the  job 
completed  in  thirty  minutes.  At  first  you  may  feel  that 
the  large  rake  would  get  the  job  done  faster  and  more 
efficiently.  This  may  be  true.  However,  if  the  40"  rake 
is  difficult  to  handle  and  maneuver  it  is  quite  possible 
that  its  increased  size  and  weight  could  be  a distinct 
disadvantage.  Imagine  how  inefficient  a 100"  rake  would 
be'.  We  see,  therefore,  in  terms  of  efficiency,  scale  of 
enterprise  has  its  limitations. 

4.  Fourth  Situation:  Motivation  to  be  efficient  (Student 

Materials,  page  578) 

a.  In  the  previous  situations  we  attempted  to  define 

efficiency  as  the  use  of  scarce  resources  so  that  we  get 
as  much  ^ut  of  them  as  possible.  It  was  also  shown  how 
specialization  and  scale  of  production  may  stimulate  the 
most  efficient  use  of  resources.  This  fourth  learning 
situation  deals  with  the  question:  "Why  should  people 

care  about  being  efficient?" 

b.  Without  expecting  students  to  give  a sophisticated 
psychological  answer  to  the  question,  the  teacher  may 
ask  them  to  examine  some  of  their  own  reasons  for  being 
efficient  in  performing  some  task. 

What  made  Dave  (in  the  First  Learning  Situation)  care 
about  efficiency? 

(1)  Pride  in  workmanship? 

(2)  Desire  to  get  father's  approval? 

(3)  Desire  to  join  his  buddies  at  the  pool? 

Which  tasks  do  students  complete  more  efficiently?  Why 
are  they  more  efficient  in  one  instanc  than  in  another? 


O 

A detailed  account  of  the  Ford  Motor  Company  may  be  found  in  Casebook 
in  Business  History  and  Economic  Concepts  for  use  in  Secondary  Schools, 
edited  by  Ralph  W.  Hidy  and  Paul  E.  C awe  in,  Copyright  19$5  by  the  City  of 
Newton,  Massachusetts. 
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c.  Motivation  for  being  efficient  is  not  easily  determined, 
but  students  may  be  able  to  get  some  notion  of  the  factors 
involved  by  reacting  to  the  following  situation: 

Bill  and  Don  operate  lathes  in  an  automobile  parts 
factory.  They  produce  the  same  type  of  parts,  work  an 
equal  number  of  hours  and  are  paid  on  the  number  of 
finished  parts  they  produce. 

Each  month  the  production  manager  indicates  on  a chart 
the  productivity  of  each  worker.  The  chart  shows  that 
Bill  is  consistently  ahead  of  Don  as  far  as  productivity 
is  concerned.  The  owner  of  the  factory  asks  the  produc- 
tion manager  for  an  explanation  of  the  difference  between 
the  two  workers.  How  would  you  explain  it? 

To  elicit  responses  from  the  students  the  teacher  may  have 
them  form  small  "brain  storming"  groups  whose  purpose  is 
to  come  up  with  as  many  answers  as  possible  on  the  informa- 
tion given  regarding  Bill  and  Don.  This  is  pure  specula- 
tion so  students  should  be  encouraged  to  range  wide  in 
their  search  for  some  possible  answers  to  the  question 
raised  by  the  manager:  Why  should  one  man  care  about 

being  more  efficient  than  another? 

Answers  might  include: 

(1)  Bill  is  married  and  needs  more  money. 

(2)  Don  took  the  job  because  he  could  find  nothing  better. 

(3)  Bill  is  on  a higher  pay  scale  than  Don. 

(4)  Don  lacks  experience. 

(5)  Bill's  mach  ine  has  modern  features. 

(6)  Don  has  been  at  the  job  so  long  that  he  has  lost 
interest  in  it--he  only  does  enough  to  get  by. 

(7)  Bill  has  had  more  education  and  training  than  Don. 

(8)  Bill  gets  a feeling  of  satisfaction  out  of 
competition. 

^ 

(9)  Don's  family  and  friends  are  not  interested  in 
efficiency. 

Note:  It  is  not  the  intention  of  this  learning  situation 

to  analyze  all  possible  reasons  why  some  people  care  more 
about  efficiency  than  others.  However,  some  general 
reasons  may  be  derived  from  the  class  discussion  and  may 
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include  such  things  as  education,  personal  values,  and 
the  profit  motive,  all  of  which  contribute  to  stimulation 
of  efficiency. 
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SCARCITY  AND  BASIC  ECONOMIC  DECISIONS 


Unit  6:  Dividing  the  Goods  and  Services 

Part  I:  Sequenced  Outline 


I.  We  have  examined  now  three  of  the  basic  decisions  which  must  be  made 

because  resources  are  scarce:  What  to  Produce,  How  to  Allocate  the 

Resources,  and  How  to  Stimulate  Efficiency  in  the  use  of  the  resources. 

A.  The  fourth  basic  economic  decision  is  to  determine  how  the  goods 
and  services  will  be  divided  among  consumers,  businesses,  and  other 
users.  Scarcity  applies  both  to  the  goods  and  services  and  the 
factors  of  production  out  of  which  they  are  created. 

B.  Every  society  must  have  some  arrangement  for  making  the  decision 
about  how  to  share  the  goods  and  services. 

C.  Three  major  ways  that  goods  and  services  may  be  shared  are: 

1.  Equal  1 v,  that  is,  each  person  gets  the  same  amount,  e.g.  sharing 
the  facilities  in  the  school  room. 

2.  By  status,  meaning  that  one's  social  or  political  position  would 
determine  the  order  and  amount  of  goods  and  services  an  individ- 
ual might  get,  e.g.  the  prince  and  the  pauper. 

3.  By  the  ability  and  wi 1 1 i nqness  to  buy,  that  is,  the  consumer  or 
business,  through  its  "dollar  votes"  competes  with  other  con- 
sumers or  businesses,  the  goods  and  services  going  to  the 
highest  bidder. 

D.  All  three  principles  are  at  work  in  our  society.  A capitalist  econ- 
omy relies  mainly  on  competitive  bidding  among  consumers,  among 
businesses,  etc.  as  the  basic  arrangement  for  dividing  the  goods 
and  services. 

1.  In  a socialist  society,  a larger  segment  of  the  output  is  devoted 
to  collective  consumption  and  then  may  be  divided  equally,  e.g. 
fully  socialized  medicine  made  available  equally  to  all  persons. 

2.  In  the  U.S.S.R.,  planning  determines  how  much  of  the  total  out- 
put will  be  consumers'  goods  and  services;  some  goods  and  ser- 
vices, e.g.  medical  services,  are  distributed  equally  per  person; 
in  the  stores,  goods  and  services  are  divided  among  those  able 
and  willing  to  pay  more* 

II.  We  must  further  explore  the  meaning  of  the  words  "able"  and  "willing." 

A.  A buyer's  ability  to  buy  depends  upon  the  sources  and  amount  of 
money  or  credit  he  may  have. 
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1.  Income  is  earned  by  each  of  the  factors  of  production  for  its 
contribution  in  the  creation  of  goods  and  services. 

a.  Wages  are  paid  for  labor,  rent  for  land,  interest  for  capi- 
tal, profits  for  the  entrepreneur,  and  revenue  for  government. 

b.  Economists  call  these  payments  distribution  or  the  distribu- 
tion of  income. 

2.  Credit  may  be  a charge  account  or  bank  loan  for  the  individual, 
a bank  loan  or  the  issuing  of  bonds  by  a corporation,  etc. 

B.  A buyer's  willingness  to  buy  depends  upon  the  various  factors  influ- 
encing his  desire  to  purchase. 

C.  Each  individual  buyer  will  have  his  purchase  influenced  by  his  abil- 
ity and  willingness  to  buy,  but  it  is  helpful  to  group  the  buyers 
into  four  major  categories  and  examine  each  in  terms  of  its  ability 
and  wi 1 1 i ngness. 


Able 

Willing 

Consumers 

(See  discussion 

in  III  below) 

Business 

(See  discussion 

in  IV  below) 

Government 

(See  discussion 

in  IV  below) 

Foreigners 

(See  d i scuss ion 

in  IV  below) 

III.  The  consumer  buys  the  largest  proportion  of  the  nation's  output  and  is, 
of  course,  the  most  familiar  group. 

A.  The  ability  to  buy  is  determined  by  the  differences  in  income  and 
the  capacity  to  borrow. 

1.  Data  is  available  showing  how  the  income  is  distributed  in  the 
U.  S.  A table  is  included  in  the  Student's  Workbook.  The  data 
can  be  found  in  the  Statistical  Abstract  of  the  >J.  S.,  in  the 
section  on  "Income,  Expenditures,  and  Wealth." 

2.  The  capacity  to  borrow  is  related  to  income.  Data  on  consumer 
credit  can  be  dound  in  the  Federal  Reserve  Bulletin,  and  the 
Survey  of  Current  Bus i ness. 

B.  The  willingness  of  consumers  to  buy  will  be  influenced  by  custom 
and  traditions,  by  advertising,  and  by  individual  differences  in 
tastes. 

1.  A basic  influence  is  one  that  economists  call  diminishing 
marginal  utility.  Utility  simply  means  the  pleasure  a good 
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or  service  yields.  Marginal  means  the  amount  of  pleasure  pro- 
vided by  the  last  unit.  Diminishing  means  that  a second  unit 
would  yield  less  pleasure  than  the  first,  a third  less  than  the 

second,  etc. 

2.  Of  course,  translated  into  money,  it  is  assumed  that  a person 
would  be  willing  to  pay  less  for  a second  ice  cream  cone  than 
for  the  first,  _i_f  the  payment  depended  only  on  the  pleasure  or 
utility  he  would  get. 

IV.  The  ability  and  willingness  of  business,  government  and  foreigners  to 
buy  may  be  briefly  summarized. 

A.  The  businessman: 

1.  Ability  to  buy  depends  on  the  amcunt  of  mone^  capital  he  has 
or  can  acquire,  how  much  profit  he  can  retain  in  the  business, 

and  his  credit. 

2.  Willingness  depends  on  the  prospects  for  the  economy,  his  own 
industry  or  his  own  business.  If  they  are  good  he  will  buy  more 
inventories,  build  more  factories,  etc. 

B.  Governments 

1.  Ability  to  buy  depends  upon  the  receipts  from  taxes  and  bor- 
rowing. Government,  remember,  includes  federal,  state,  and 
local  levels  of  government. 

2.  Willingness  to  buy  depends  on  the  decisions  which  citizens  make 
through  the  Congress,  legislatures  and  councils  about  the  kinds 
and  amounts  of  goods  and  services  they  wish  to  buy  through 
governments,  e.g.  defense,  highways,  schools. 

C.  Foreigners: 

1.  Ability  of  foreigners  to  buy  depends  on  their  capacity  to  earn 
American  dollars,  obtain  credit  or  receive  gifts. ^ This  part 
of  the  story  will  be  told  in  greater  detail  in  Unit  14  on 
International  Trade.  An  illustration  may,  however,  be  helpful 
at  this  point.  When  we  buy  goods  and  services  from  a foreign 
nation  (imports),  they  acquire  the  means  of  buying  American 
goods  and  services. 

2.  Willingness?  Of  course,  foreigners  are  either  consumers,  busi- 
nesses, or  governments.  Their  motives  in  buying,  therefore, 
will  be  those  of  consumers,  businesses,  or  governments. 

V.  Some  further  comments  on  how  goods  and  services  are  divided  need  to 
be  made. 
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A.  We  do  not  always  acquire  our  ability  to  buy  by  furnishing  a resource 
and  getting  paid  for  it.  An  appreciable  amount  of  the  ability  comes 
from  the  re-distribution  of  income. 

1.  Examples,  at  the  national  level,  are  the  Transfer  Payments, 
e.g.  social  security  payments. 

2.  It  may  happen  that  the  cost  of  educating  a child  is  greater  than 
the  amount  the  parents  have  paid  in  taxes.  The  service  of  educa- 
tion, over  and  above  taxes  paid,  is  additional  "income"  to  the 
individual . 

B.  Differences  in  the  incomes  of  individuals  and  families  may  be  due 
to  a variety  of  reasons. 

1.  Ability,  training  and  education 

2.  Inherited  wealth 

3.  Loss  of  income  due  to  age  or  illness 

4.  Inability  to  obtain  a job  because  of  an  insufficient  demand  for 
labor  or  labor  of  a certain  kind. 

VI.  Relation  to  other  disciplines  (illustrations) 

A.  Geography:  The  willingness  of  consumers  to  spend  may  depend  upon 

the  weather,  the  seasons;  the  ability  of  farmers  to  buy  may  depend 
upon  the  quantity  and  quality  of  their  crops. 

B.  Sociology:  Consumer  purchases  are  often  influenced  by  family  needs 

and  wants;  similarly  for  community  demands. 

C.  Political  science:  Government's  economic  role,  in  a market  econ- 

omy, includes  many  activities  affecting  consumers,  businesses, 
government's  own  purchases,  and  international  trade. 

D.  Psychology:  The  purchases  of  each  of  the  four  buyers  are  influ- 

enced by  psychological  factors  affecting  their  choices,  e.g.  dimin- 
ishing marginal  utility  for  consumer  goods  and  services. 


SCARCITY  AND  BASIC  ECONOMIC  DECISIONS 
Unit  6:  Dividing  the- Goods  and  Services 

Part  II:  Outline  of  Teaching  Suggestions 


Comments  on  the  Content 
A.  Problems  in  teaching  the  concept 

I The  sharing  of  scarce  goods  and  services  among  consumers,  busi- 
nesses,  etc.  is,  perhaps,  one  of  the  most  familiar  economic 

problems. 

a.  Yet  economists  do  not  have  a satisfactory  analysis  of  "how" 
and  "why"  goods  and  services  are  divided  as  they  are.  Both 
ability  and  willingness  are  difficult  to  analyze. 

b.  One  theory  about  ability  to  earn  is  that  a factor  of  produc- 
tion is  paid  according  to  its  contribution  (more  precisely, 
according  to  the  marginal  productivity  of  the  factor).  Does 
this  mean  that  a movie  actor  contributes  more  than  a scien- 
tist? To  say  the  movie  actor  must  contribute  more  since 

he  is  paid  more  is  hardly  an  explanation. 

c.  Another  theory  about  ability  rests  upon  the  bargaining  power 
of  the  factor  of  production.  For  example,  collective  bar- 
gaining could  improve  the  worker's  ability  to  earn  more;  a 
monopolist  could  improve  his  ability  to  buy  by  charging  more 
for  his  product. 

d.  Willingness,  too,  is  a complicated  social  and  psychological 
fact.  We  may  start  from  differences  in  taste,  but  how  shall 
we  account  for  them?  One  person  may  save  more  than  another 
out  of  his  income  or  out  of  an  addition  to  his  income. 

2.  Yet  with  such  qualifications  in  mind,  the  principle  of  competi- 
tive bidding  among  consumers,  businesses,  and  governments,  based 
on  ability  and  willingness,  does  explain  a major  part  of  the 
division  of  goods  and  services  in  a market  or  capitalist  economy. 

3.  Often  the  second  decision,  Allocating  the  Resources,  is  confused 
with  the  fourth  decision,  Dividing  the  Goods  and  Services. 

a.  The  two  decisions  are  related,  i.e.  consumer  choices  will 
determine  what  uses  we  make  of  resources. 

b.  However,  in  the  second  decision,  the  problem  is  the  alloca- 
tion of  resources  out  of  which  goods  and  services  are  cre- 
ated, and  in  the  fourth  decision  we  are  concerned  with  the 
division  of  the  resulting  goods  and  services,  e.g.  among 
consumers. 
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B.  The  concept  as  part  of  the  unfolding  structure 

1.  Scarcity:  The  goods  and  services,  created  out  of  scarce  factors 

of  production,  are  scarce,  too, 

2.  Flows:  The  flow  of  goods  and  services  may  be  divided  into  four 

streams,  those  meant  for  consumers,  businesses,  government  and 
foreigners.  This  is  a first  division.  The  streams  also  can 

be  divided. 

3.  Coordination:  Competitive  bidding  by  those  able  and  willing 

is  one  arrangement  for  coordinating  the  division  of  goods  and 
services. 

4.  Marginalism:  Each  of  the  buyers  will  compare  the  purchase  of 

an  additional  (marginal)  unit  of  a good  or  service  against  the 
utility  of  some  other  good  or  service;  also,  the  utility  of  the 
additional  (marginal)  unit  will  be  compared  with  that  of  the 
previous  unit. 

5.  Institutional  factors:  Institutional  factors  will  affect  the 

ability  to  earn  (e.g.  educational  opportunity),  the  wi 1 1 ingness 
to  spend  (e.g.  advertising),  and  the  techniques  the  society  uses 
for  dividing  goods  and  services  (e.g.  competitive  bidding  among 
consumers) . 

II.  Comments  on  the  Learning  Process 

A.  Vocabulary 

1.  The  using  up  of  goods  and  services  is  usually  called  consumption. 
However,  our  analysis  shows  that  we  must  consider  four  types  of 
buyers  or  "consumers," 

2.  The  word  government  suggests  to  most  people  the  Federal  Govern- 

ment only,  but  in  economics  the  term  applies  to  all  levels  of 
"government":  federal,  state,  and  local. 

3.  The  word  distribution  is  used  in  several  senses  in  economics. 
Usually  it  refers  to  the  distribution  of  income,  but  it  also 
is  used  as  a synonym  for  marketing  (i.e,  wholesaling  and 
retai 1 ing) . 

B.  Mathematical  concepts  and  skills 

1,  The  notion  of  diminishing  marginal  utility  can  be  graphed  either 
to  show  the  pleasure  from  each  additional  unit  or  the  decreasing 
amounts  added  by  each  additional  unit  to  the  total  pleasure  or 
total  utility. 

2,  Data  on  income  are  broken  down  Into  categories  which  are  called 
income  brackets. 
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3.  Certain  statistical  terms  are  used,  e.g.  mean,  median,  etc. 

4.  In  the  graphs  for  consumer  credit,  plotted  data  is  added  to 
plotted  data.  The  student  needs  to  know  how  to  add  graphed  data. 

C.  Ability  to  generalize 

1.  The  problem  of  abstraction  in  dealing  with  the  division  of  the 
goods  and  services  is  that  most  people  think  only  of  the  con- 
sumers and  fail  to  generalize  the  problem,  to  include  all  four 
buyers. 

2.  Ability  and  willingness  are  generalized  elements  affecting  all 
four  buyers. 

D.  Background:  While  students  have  usually  not  had  direct  experience 

in  business,  in  government,  or  as  foreigners,  it  is  possible  to  show 
them  that  they  have  actually  had  "mock11  business  experience  (e.g. 
buying  stationery  for  school  work),  have  shared  in  government  deci- 
sions (e.g.  playgrounds),  and  they  are  "foreigners"  to  others  (e.g. 
importing  chocolate). 

III.  Learning  Situations 

A.  From  Teacher  to  Teacher 

The  three  previous  units  have  discussed  the  basic  economic  decisions 
of  What  to  Produce,  How  to  Allocate  the  Resources,  and  How  to  Stim- 
ulate Efficiency?  The  next  decision  is,  "How  will  the  goods  and 
services  be  divided  among  the  consumers?"  This  unit  explores  this 
fourth  basic  economic  decision  faced  by  every  society. 

The  description  of  an  imaginary  County  Fair  in  the  first  learning 
situation  creates  a setting  in  which  the  three  major  ways  of  dis- 
tributing goods  and  services  are  illustrated.  It  is  important  that 
emphasis  be  placed  on  the  fact  that  in  almost  all  societies  all  three 
forms  of  distribution  are  present  in  some  degree.  One  society  may 
use  one  form  more  than  the  others,  but  it  is  misleading  to  exaggerate 
these  differences  in  degree  of  use  in  the  interest  of  simplification. 
More  will  be  said  on  this  topic  when  we  reach  the  units  on  Coordina- 
tion Systems,. 

The  concept  of  distribution  according  to  ability  and  willingness  to 
buy  requires  careful  examination  of  the  interrelationship  between 
abi.ity  and  willingness.  The  second  learning  situation  is  based  on 
the  assumption  that  income  (ability)  is  an  independent  variable  and 
that  willingness  is  a dependent  variable.  As  income  changes  it  in- 
fluences the  willingness  of  persons  to  buy.  In  this  case,  income 
is  the  independent  variable  and  willingness  to  buy  the  dependent 
variable.  At  first,  one  may  feel  that  this  relationship  is  obvious, 
but  when  you  begin  to  ask  what  amount  of  income  change  causes  what 
degree  of  change  in  willingness  to  buy,  the  complexity  of  the 
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relationship  becomes  apparent.  The  situation  presented  in  the 
Student  Materials  introduces  the  students  to  this  more  sophisti- 
cated form  of  the  concept. 

The  third  learning  situation  treats  the  special  case  of  businessmen 
as  consumers  in  a market-oriented  economy.  The  general  concept  of 
ability  and  willingness  operates  also  for  businessmen  as  consumers, 
but  the  qualifications  on  the  general  concept  deserve  special  treat- 
ment. Foreigners  and  government  as  consumers  are  discussed  in  later 
units. 

B.  Sequenced  Learning  Situations 

1.  First  Situation:  Ways  of  Dividing  Goods  and  Services  Among 

Consumers  (Student  Materials,  page  581) 

a.  The  previous  units  explored  the  processes  by  which  a society 

decides  what  goods  and  services  it  wants  to  produce  and  how 
these  decisions  affected  the  allocation  of  its  resources. 
Unit  5 explained  how  a society  could  make  the  most  efficient 
use  of  its  resources.  All  of  these  decisions  were  influ- 
enced by  scarcity.  The  fourth  basic  economic  decision,  con- 
cerning the  distribution  of  the  goods  and  services,  is  also 
influenced  by  scarcity:  Which  members  of  society  will  get 

what  goods  and  services? 

b.  In  some  cases  a society  may  decide  to  distribute  certain 
goods  and  services  equal  1 v among  all  members  of  society. 
Examples  of  this  type  of  distribution  in  our  society  are 
the  services  of  public  school  education  for  all  children 
and  police  protection  for  all  citizens.  In  other  cases, 
a society  may  decide  to  distribute  certain  goods  and  ser- 
vices according  to  the  status  of  individuals  in  the  society. 
In  our  society  one  example  of  this  type  of  distribution  is 
found  in  the  armed  forces  where  officers  receive  superior 
living  quarters  than  other  servicemen.  In  some  other  soci- 
eties, kings,  chiefs,  sheiks,  medicine  men  receive  a larger 
than  average  share  of  goods  and  services  merely  because  of 
their  status  in  the  society.  A society  may  also  decide  to 
distribute  certain  goods  and  services  on  the  basis  of  com- 
petitive bidding  between  the  members  of  the  society.  In 
this  case,  the  abi 1 itv  and  wi 1 1 ingness  of  the  consumers 
determines  who  gets  what  goods  and  services. 

c.  The  description  of  a County  Fair  that  follows  contains 
examples  of  these  three  types  of  distribution.  The  students 
should  read  it  carefully,  then  list  examples  of  each  type 
of  distribution  in  the  form  provided  under  the  passage. 

(One  example  of  each  has  been  given  for  the  teacher.) 
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Leland  County  Fair 

In  1926  the  Leland  County  Fair  Association  was  formed  by  150  interested 
residents  of  the  county.  These  charter  members  purchased  land  and  erected 
permanent  buildings  at  Reston,  approximately  in  the  center  of  the  county. 
They  wanted  a fair  each  year  where  people  could  come  and  see  the  agricul- 
tural and  industrial  products  of  the  county  and  enjoy  themselves  with  re- 
freshments and  amusements  at  the  same  time.  By  19^-2,  the  Leland  Fair  had 
become  so  prosperous  that  the  Board  of  Directors  decided  to  abolish  the 
admission  fee  of  fifty  cents.  This  made  it  possible  for  persons  to  enjoy 
the  frequent  band  concerts  and  the  agricultural  and  industrial  exhibits 
free  of  charge.  Even  the  seats  in  the  grandstand  for  the  numerous  horse 
races  and  shows  could  be  purchased  for  as  little  as  $1.  Of  course,  there 
were  better  seats  at  $3  and  $5.  The  best  grandstand  seats  were  reserved 
for  the  county  government  officials  and  their  families.  Each  of  the  charter 
members  also  received  four  excellent  reserved  seats  nearby.  Hundreds  of 
small  amusement  and  refreshment  stands  lined  the  streets  of  the  fairgrounds. 
Ferris  wheels,  caterpillars,  electric  bump-cars,  and  all  kinds  of  novel  and 
exciting  rides  were  erected  during  fair  week  for  those  who  had  the  courage 
and  the  money  to  enjoy  them.  In  a week's  time  some  people  spent  next  to 
nothing,  others  as  much  as  $50;  but  everyone  could  find  some  enjoyment, 
some  change  from  their  daily  routine  at  the  County  Fair. 

Distribution  of  Goods  and  Services: 

(At  the  Fair) 


Eoual  Distribution 

By  Status 

By  Ability  and 
Will  inqness 

band  concerts 

the  best  grandstand 
seats 

refreshments 

d.  Now,  leaving  the  fair,  what  other  examples  of  each  type  of 
distribution  can  you  think  of  in  our  society  or  other 
societies? 
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Distribution  of  Goods  and  Services 
(Other  Examples) 


Eaual  Distribution 

By  Status 

By  Ability  and 
Will inqness 

police  protection 

invitation  to  a 
White  House  dinner 

automobiles 

recreation  programs 

use  of  Army 

hous i ng 

highways 

Officers  Club 

food  choices 

public  school 

food  stamp  program 

entrance  to  Harvard 

system 

better  housing 

University 

medical  care  in 

based  on  service  to 

Great  Britain 

the  state  in  the 
U.S.S.R. 

2.  Second  Situation:  The  Ability  and  Willingness  of  Consumers 

to  Buy  (Student  Materials,  page  583) 

a.  This  learning  situation  illustrates  in  more  detail  the 
third  type  of  distribution. 

A day  at  the  Leland  County  Fair  was  an  annual  event  for  the  Jorgensen  family, 
and  for  months  they  had  been  setting  aside  money  for  use  at  the  fair.  Mr. 
Jorgensen  had  budgeted  twenty  dollars  and  his  wife  fifteen  for  purchases  at 
the  fair.  Eric,  who  was  sixteen,  had  saved  nine  dollars  from  money  earned 
mowing  lawns  and  doing  odd  jobs  during  the  summer  months,  while  fourteen- 
year-old  Ingrid  had  kept  aside  five  dollars  from  her  allowance  and  baby- 
sitting money.  The  youngest  member  of  the  family,  eight-year-old  Kathy, 
had  struggled  to  save  two  dollars  from  her  weekly  allowance. 

The  rides  along  the  midway  could  not  be  reached  soon  enough  for  the  three 
children.  After  two  wild  rides  on  the  t i 1 t-a-whi r 1 , Ingrid  began  to  feel 
a little  woozy  and  Eric  was  just  tired  of  rides,  but  Kathy  had  only  begun. 

She  took  rides  on  two  other  spine-tingling  attractions  while  the  rest  of 
the  family  watched.  Kathy  and  Eric  walked  through  the  pig  and  sheep  barns, 
while  the  others  went  to  see  'The  State's  Finest  Horse  Show,"  for  a dollar. 

As  the  pair  wandered  about  the  fairgrounds  the  roar  of  a motorcycle  side- 
show droned  in  their  ears.  It  proved  to  be  irresistible  and  Kathy  asked 
Eric  to  loan  her  a dollar  so  she  would  have  some  money  left  for  lunch. 

Eric  gave  the  ticket  seller  two  dollars  and  the  two  walked  in  to  see  the 
dare-devil  riders  do  their  stuff.  It  was  a long  and  exciting  show  and  both 
agreed,  the  highlight  of  the  fair  for  them.  There  had  even  been  a chim- 
panzee trained  to  ride  around  the  inside  of  a huge  barrel.  As  they  walked 
out  of  the  noisy,  smoke-filled  tent,  Eric  spotted  the  rest  of  the  family 
strolling  down  the  midway. 
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When  they  reached  their  parents,  Eric  and  Kathy  suddenly  realized  it  was 
past  twelve  o'clock  and  they  were  hungry.  Mrs.  Jorgensen  remembered  that 
the  Reston  Grange  had  a tent  nearby  and  they  always  had  the  best  lunches 
at  the  fair.  This  year's  menu  included  Mr.  Jorgensen's  and  Eric's  favor- 
ite southern  fried  chicken  with  all  the  trimmings  for  $1.25,  double  deluxe 
hamburgers  with  French  fried  potatoes  and  cole  slaw  for  only  50$,  extra 
thick  jumbo  milkshakes,  25$.  And  who  could  pass  up  some  of  Grandma  Olsen's 
homemade  pie  and  ice  cream  for  only  a quarter?  Kathy's  appetite  for  ham- 
burgers and  milkshakes  was  at  its  peak  by  now.  The  others  ordered  the 
chicken  dinner  and  homemade  pie.  Ingrid  wasn't  able  to  finish  her  chicken 

and  so  she  didn't  order  any  pie.  Eric  was  only  too  happy  to  oblige  her  by 

eating  the  rest  of  her  chicken. 

The  kids  had  gained  their  second  wind  after  lunch  and  were  all  set  to  hike 
off  together  to  see  the  other  features  of  the  fair,  but  first  they 
arrangements  to  meet  their  parents  in  the  commercial  and  industrial1  dis^ 
plays  building  later  in  the  afternoon.  Along  the  midway  one  could  buy  a 
wide  variety  of  souvenirs  for  fifty  cents  each,  and  balloons  on  sticks  for 
a quarter.  Amusement  park  rides  were  also  25$.  Eric  felt  badly  about  not 
bringing  his  girl  friend  to  the  fair  so  he  felt  obligated  to  get  her  a 

souvenir  key  chain.  Ingrid  wanted  to  add  another  pennant  to  her  growing 

collection  on  her  bedroom  wall.  She  finally  found  a beauty  with  a show 
horse  painted  on  it.  By  now,  Kathy  had  only  one  quarter  left  of  her  two 
dollars  and  was  undecided  as  to  whether  she  should  spend  it  on  cotton  candy 
or  a balloon.  She  finally  chose  the  balloon  since  it  would  last  longer 
and  be  much  more  fun.  After  they  had  taken  in  a few  of  the  free  exhibits 
Kathy  began  to  complain  of  being  tired  and  of  having  sore  feet,  so  the 
three  started  toward  the  commercial  building  earlier  than  planned. 

They  didn't  find  their  parents  immediately  and  many  of  the  exhibits  here 
were  quite  fascinating,  even  for  Kathy.  There  were  booths  where  free 
samples  of  cheese  were  given  away,  demonstrations  of  the  latest  kitchen 
gadgets,  and  displays  of  recent  developments  in  agricultural  machinery. 

Eric  began  to  toy  with  the  idea  of  buying  a ratchet  wrench  as  a birthday 
gift  for  his  father.  He  could  have  bought  one  for  $4.50,  and  almost  did. 
Then  his  eyes  caught  sight  of  a kit  of  wrenches  which  he  could  easily 
attach  to  his  motorbike.  It  wasn't  that  he  didn't  want  to  buy  his  father 
the  wrench,  but — well,  that  kit  would  be  so  useful  and,  anyway,  it  was  a 
dollar  cheaper  than  the  ratchet  wrench.  He  had  just  purchased  the  kit  when 
his  father  walked  up  with  a ratchet  wrench  in  his  hand.  It  so  happened  that 
this  was  the  only  item  he  had  seen  at  the  fair  that  he  both  wanted  and  could 
afford.  Ingrid  wanted  to  buy  something  for  both  her  mother  and  father.  The 
sight  of  a lady  demonstrating  cake  decorators  gave  her  the  idea  of  buying  a 
decorator  set  for  her  mother,  and  then  using  it  to  make  a cake  for  her 
father's  birthday.  She  purchased  the  set  for  $1.25,  and  presented  it  to 
her  mother.  Mrs.  Jorgensen  was  also  interested  in  the  booth  displaying 
kitchen  gadgets  such  as  knife  sharpeners,  can  openers,  and  potato  peelers. 
She  spent  a total  of  $7*50  on  an  assortment  of  such  things. 

It  had  been  a long  day  and  when  eight  year  old  Kathy  began  to  cry  because 
her  balloon  popped  and  Ingrid  began  to  tease  Eric  about  the  gift  he  had 
bought  for  his  girl  friend,  Mr.  Jorgensen  headed  toward  the  parking  lot. 

For  the  Jorgensen  family  at  least,  the  Lei  and  County  Fair  was  over. 
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b.  Using  the  information  from  the  preceding  story  each  student 
should  fill  in  the  amounts  spent  on  each  of  the  items  by  the 
Jorgensens.  A blank  table  is  provided  in  the  Student 
Materials: 


Original 

Money 

(Income) 

Amount  spent  on: 

Rides 

Shows  & 
Side- 
shows 

Food 

Souve- 

nirs 

Gadgets 

or 

Merchan- 

dise 

Total 

Money 

Spent 

Mr. 

Jorgensen  $20.00 

$ 

$1.00 

$1.50 

$ 

$4.50 

$ 7.00 

Mrs. 

Jorgensen  15*00 

1.00 

1.50 

7.50 

10.00 

Eric  9.00 

.50 

2.00 

1 .50 

.50 

3.50 

8.00 

Ingrid  5.00 

.50 

1.00 

1.25 

.50 

1.25 

4.50 

Kathy  2.00 

1.00 

.75 

.25 

2.00 

c.  Questions: 

(1)  How  did  the  Jorgensen's  ability  to  buy  affect  their 
decisions  about  what  to  buy  while  at  the  fair? 

(2)  What  can  be  said  about  Mr.  Jorgensen's  willingness 
and  ability  to  buy  rides;  Kathy's  ability  and  willing- 
ness to  buy  admission  to  the  motorcycle  sideshow;  and 
Ingrid's  ability  and  willingness  to  buy  a piece  of  pie? 

(3)  On  the  basis  of  this  story,  make  a general  statement 
about  the  relationship  between  the  amount  of  income 
and  the  percentage  of  it  which  an  individual  actually 
uses  to  buy  goods  and  services. 

d.  The  first  part  of  this  learning  situation  showed  one  rela- 
tionship between  ability  to  buy  and  willingness  to  buy. 

Each  member  of  the  Jorgensen  family  had  a certain  amount 
of  money  to  spend  at  the  fair.  The  ability  to  buy  was 
therefore  limited.  Suppose  that  each  member  of  the  family 
had  had  three  times  as  much  money  available  for  spending 
at  the  fair.  How  might  this  increase  in  ability  affect 
their  willingness  to  buy? 

e.  The  following  table  of  statistics  were  adapted  from  a pub- 
lication of  the  U.  S.  Department  of  Commerce. 
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Personal  Income  Received  by  Each  Fifth  and  the  Top 
Five  Percent  of  Families  and  Unattached  Individuals,  1962 

(Consumer  Units)* 


Fraction  of  the 
Populat ion 

Percent  of  Total 
1 ncome 

Average  Income  in 
Each  Bracket 
(In  1964  Dol lars) 

Group 

Lowest  1/5  \ 

4.6% 

$ 1,662 

1 

Second  1/5  j 

10.9% 

3,966 

2 

Third  1/5  \ 95% 

16.3% 

5,938 

3 

Fourth  1/5  \ 

22.7% 

8,241 

i 

H 

Fifth  1/5  J 

45.5% 

16,505 

5 

Top  5% 

19.6% 

28,482 

6 

Select  one  of  the  income  groups  (for  example,  group  3 wit  . 
an  average  income  of  $5,938). 


Decide  how  much  money  you  would  set  aside  for  each  of  the 
following  seven  categories: 


Simplified  Estimated  Budget  for  a Yearly  Income 

of  ' (fill  in  the  amount  for  the 

income  group  selected  from 
the  previous  table) 

Budget  Item 

Amount 

Taxes 

Food 

Clothing 

Hous i ng 

Automob i 1 e 

Recreation 

Med i cal 

Savings 

Miscel laneous 

Total 

*Adapted  from  Statistical  Abstract  of  the  United  States.  U.  S.  Depart- 
ment of  Commerce,  Bureau  of  the  Census,  1964,  p.  337. 
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Now  select  another  income  group  either  higher  or  lower  than 
your  first  choice  and  make  another  simplified  budget  at 
that  income  level. 


Simplified  Estimated  Budqet  for  a Yearly  Income 
of 

Budqet  Item 

Amount 

Taxes 

Food 

Clothing 

Hous i ng 

Automob i le 

Recreation 

Med i cal 

Savings 

Mi  seel laneous 

Total 

f.  We  suggest  that  the  students  be  asked  to  make  these  esti- 
mates "cold"  (i.e.  without  any  preliminary  discussion  of 
a basis  on  which  the  estimates  might  be  made).  Some  stu- 
dents may  be  able  to  work  out  for  themselves  a rationale 
for  the  percentages  of  the  total  income  they  choose  to 
allocate  to  each  of  the  categories.  If  all  the  students 
make  only  "wild"  estimates,  then  the  teacher  will  have  to 
impose  his  own  scheme  or  that  of  the  statistical  sources 
that  have  collected  and  summarized  data  on  this  question. 
However,  if  at  least  a few  of  the  students  can  give  a 
rationale  for  the  percentages  they  have  chosen,  the  fol- 
lowing questions  may  be  used  to  initiate  a discussion  con- 
cerning the  affect  of  increasing  ability  to  buy  on  an 
individual's  willingness  to  buy: 

(1)  Which  budget  items  showed  the  most  change  as  you 
moved  from  one  income  level  to  another? 

(2)  What  conclusions  can  you  make  about  a change  in  a 
person's  ability  to  buy  and  its  affects  on  willing- 
ness to  buy? 

Note:  A very  worthwhile  study  could  be  made  by  students 

of  the  spending  patterns  of  people  at  different  income 
levels.  Statistics  are  available  showing  how  the  "average* 
U.  S.  family  in  each  income  group  spends  its  money.  A 
little  library  research  on  this  would  make  an  interesting 
comparison  with  their  first  notions  about  how  the  families 
in  each  group  spend  their  money. 
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3.  Third  Situation:  The  Businessman  as  a Buyer  of  Goods  and 

Services  (Student  Materials,  page  588) 

a.  The  amount  of  goods  and  services  bought  by  a businessman 
in  the  operation  of  his  firm  will  also  depend  upon  his 
ability  and  willingness  to  buy.  An  examination  of  a busi- 
nessman's expenditures,  however,  shows  that  his  ability  and 
willingness  to  buy  are  based  on  somewhat  different  decisions 
than  those  of  the  individual  consumer. 

b.  The  ability  of  the  individual  consumer  to  buy  is  based  on 
his  income  plus  the  amount  of  credit  he  is  able  to  get; 
the  businessman  has  two  other  ways  of  increasing  his  abil- 
ity to  buy  - depreciation  allowances  and  retained  profits. 
Both  of  these  will  be  explained  in  the  imaginary  case 
study  that  follows. 

The  willingness  of  a businessman  to  buy  goods  and  services 
also  depends  on  somewhat  different  decisions  than  those  of 
the  individual  consumer.  The  average  individual  desires 
goods  and  services  for  his  own  consumption  in  the  present, 
while  the  businessmcin  as  businessman  buys  in  the  present 
with  his  eye  more  on  the  future  desires  of  consumers.  For 
this  reason  his  willingness  to  buy  now  is  determined  by  his 
estimation  of  what  his  future  sales  will  be.  This  estimate 
of  the  future  is  based  upon  the  experiences  of  the  business- 
man in  the  past.  He  is  concerned  with  general  business 
conditions,  the  prospects  for  the  industry  of  which  he  is 
a part,  and  the  prospects  for  his  particular  firm.  All  of 
these  are  also  part  of  the  following  imaginary  case  study. 

The  Ralston  Camera  Company 

Robert  Ralston  started  making  simple  box  cameras  back  in  19^6.  His  cameras 
cost  a few  dollars  more  than  the  other  box  cameras  on  the  market,  but  the 
quality  of  the  material  he  used  and  the  careful  workmanship  made  them  sturdy 
and  dependable.  They  sold  very  well  and  by  1950  Riston  found  it  necessary 
to  expand  his  production  in  order  to  meet  the  purchase  orders  for  his  cam- 
eras. In  addition  to  increasing  the  production  of  his  box  cameras,  he  de- 
cided to  start  producing  a high  quality  camera  for  use  by  profess iona Wj>ho= 
tographers.  The  19^8  expansion  cost  $350,000.  He  was  able  to  borrow 
$100,000,  enough  to  cover  the  cost  of  expanding  the  box  camera  production, 
from  a bank.  But  the  bank  did  not  want  to  risk  investing  in  the  professional 
camera  project.  He  had  $50,000  in  personal  savings,  but  he  still  needed  an 
additional  $200,000  to  start  producing  his  professional  camera.  He  decided 
to  change  the  form  of  his  business  from  an  individual  proprietorship  to  a 
corporation.  This  meant  that,  instead  of  being  the  sole  owner  of  his  busi- 
ness and  taking  all  the  risks  himself,  he  could  now  sell  shares  of  stock 
which  entitled  the  buyers  to  a part  of  the  ownership  of  the  Ralston  Camera 
Company.  The  stock  holders  now  shared  a limited  part  of  the  risk,  and  in 
return  they  also  shared  in  the  profits  if  the  company  made  any  profits. 
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The  Ralston  Pro  II,  as  the  revised  model  was  called,  was  an  immense  success. 
The  same  use  of  rugged  materials  and  skilled  craftsmanship  that  led  to  the 
continued  success  of  the  Ralston  box  camera  established  the  Pro  II  as  a 
first-rate  camera  among  professional  photographers.  From  1 948  to  1965  the 
Ralston  Corporation  paid  good  dividends  to  its  stockholders  except  in  1959 
when  all  the  camera  and  related  supplies  industries  suffered  from  a reduc- 
tion of  sales. 

Each  year,  before  making  any  dividend  payments  to  the  stockholders,  Ralston 
set  aside  some  of  the  corporation's  income  to  cover  the  cost  of  the  machinery 
and  other  equipment  worn  down  in  the  process  of  production.  The  worth  of 
the  machinery  and  equipment  declined  somewhat  each  year,  or  as  the  economist 
puts  it,  it  depreciated.  By  making  allowances  for  this  depreciation,  the 
corporation  had  accumulated  enough  money  to  replace  the  machinery  and  equip- 
ment when  it  became  outdated  or  worn  out  in  1965.  The  corporation  also 
retained  some  of  the  profits  each  year  so  that  it  could  expand  the  business 
without  having  to  borrow  large  sums  from  a bank  or  issue  more  stocks  in  the 
company. 

Business  was  very  good  for  the  period  from  I960  to  1965  and  conditions 
seemed  to  indicate  a continuing  prosperity.  The  general  level  of  business 
activity  is  an  important  consideration  for  all  businessmen  in  determining 
their  willingness  to  invest  in  goods  and  services,  but  for  the  camera  in- 
dustry it  is  especially  important.  Cameras  are  luxury  items  and,  conse- 
quently, their  sales  are  reduced  faster  than  more  necessary  things  like  food 
and  clothing  when  business  activity  decreases.  Mr.  Ralston  felt  that  the 
generally  prosperous  conditions  would  continue.  In  fact,  he  believed  that 
people  would  even  spend  more  dollars  to  get  a camera  designed  for  amateur 
photographers.  The  Pro  II  sold  for  $580  and  was  therefore  too  expensive 
for  the  serious  amateur.  However,  if  he  could  produce  a good  model  for 
around  $150,  he  felt  that  he  could  compete  successfully  with  the  imported 
foreign  cameras  in  that  price  range. 

Using  the  depreciation  allowances  to  purchase  new  machinery  for  the  produc- 
tion of  his  two  established  models  and  the  retained  profits  to  buy  machinery 
for  the  new  $150  model  (the  Ralston  Flex),  Ralston  decided  in  April  of  1 965 
to  again  expand  the  company.  The  Ralston  Flex  was  scheduled  to  be  available 
by  October  1 in  time  for  the  usually  heavy  Christmas  season  sales. 

c.  Focus  questions  for  discussion: 

(1)  At  the  two  points  in  the  story  where  the  Ralston 
Camera  Company  decided  to  expand,  what  different  cir- 
cumstances might  have  made  them  unwilling  to  expand? 

(2)  The  Ralston  Company's  ability  to  purchase  production 
equipment  was  determined  differently  in  the  two  expan- 
sion periods.  What  factors  determined  the  company's 
ability  to  buy  in  each  expansion  period? 

d.  Ass i qnment : The  following  story  is  incomplete.  It  creates 

the  kind  of  situation  a businessman  might  face.  Using  what 
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you  have  learned  about  the  relationship  between  ability  and 
willingness  in  the  Ralston  Camera  Company  story,  put  your- 
self in  Mr.  Delebar's  position  and  choose  one  of  the  three 
alternatives  presented.  There  is  no  one  correct  choice. 
However,  you  should  be  able  to  justify  your  choice  in  terms 
of  ability  and  wi 1 1 inqness— the  main  factors  influencing 
your  decision.  Complete  the  story  by  having  Mr.  Delebar 
come  to  a decision  and  giving  an  explanation  of  the  reasoning 
behind  the  decision. 

The  Delebar  Company 

In  1922  George  Delebar  established  a small  factory  to  produce  electric  win- 
dow fans.  He  set  up  a corporation  and  his  uncle  and  three  friends  supplied 
him  with  $4,000  in  return  for  40  percent  of  the  stock.  After  some  setbacks 
during  the  1930's,  the  company  was  quite  successful  from  1940to  1950.  From 
1950  to  1962,  the  sales  of  Delebar  window  fans  declined  steadily  due  to  the 
increased  demand  for  air-conditioners.  The  decline  in  sales  stopped  during 
the  period  from  1962  to  1965  with  yearly  sales  remaining  fairly  constant  at 
16,000  fans  per  year.  This  is  a substantial  reduction  from  the  peak  produc- 
tion of  24,000  fans  in  1950,  but  it  is  adequate  enough  to  keep  the  company 
operat i ng. 

Most  of  the  present  production  equipment  was  purchased  in  1948  and  is  now 
worn  out.  Mr.  Delebar  must  make  a decision  about  the  future  of  his  small 
business.  General  business  conditions  are  very  good.  So  good,  in  fact, 
that  more  and  more  people  have  the  money  and  the  desire  for  devices  to  cool 
their  homes.  The  problem  for  the  Delebar  Company  is  that  a large  number  of 
these  persons  are  now  able  and  willing  to  buy  a i r-cond itioners  of  1 arge 
multi-speed  fans  and,  consequently,  the  demand  for  the  $15  Delebar  window 
fan  with  a ten  inch  blade  has  declined. 

To  replace  enough  equipment  to  allow  the  company  to  continue  producing  around 
16,000  of  the  10  inch  window  fans  per  year  would  require  an  investment  of 
$20,000.  Through  depreciation  allowances  and  retained  profits  the  company 
has  saved  $10,000,  and  the  additional  $10,000  could  be  loaned  from  a bank. 

Mr.  Delebar  is  also  considering  the  possibility  of  discontinuing  the  produc- 
tion of  10  inch  window  fans  and  switching  to  the  production  of  24  inch  porta- 
ble fans.  The  roll-around  24  inch  portable  fan  competes  more  favorably  with 
air-conditioners,  but  many  companies  are  already  producing  such  fans.  Ac- 
cording to  Mr.  Delebar's  calculations,  it  would  cost  $50,000  to  purchase  the 
equipment  necessary  to  start  production  on  24  inch  portable  fans  and  this 
would  mean  selling  additional  stock  in  the  company  to  raise  the  extra  $30,000. 

A third  alternative  would  be  to  switch  production  to  large  36"  fans  for  attic 
installation.  These  large  exhaust  fans  are  often  used  even  in  buildings  and 
homes  that  have  air-conditioning.  This  type  of  fan  is  not  usually  sold  in 
department  stores,  however,  and  this  would  mean  that  the  Delebar  Company 
would  have  to  find  new  retail  sales  outlets  for  its  product.  Here  again 
the  investment  would  be  around  $50,000  for  new  equipment  with  $30,000  coming 
from  additional  stockholders. 


THE  FLOW  OF  GOODS  AND  SERVICES  AND  THE  FLOW  OF  MONEY 
Unit  7 • Definition  of  Flows 
Part  I:  Sequenced  Outline 


I.  In  Units  1 through  6,  we  have  explored  the  concept  of  scarcity  and  the 
basic  economic  decisions  which  have  to  be  made  because  of  it.  A soci- 
ety, however,  does  not  face  a great  pile  of  the  factors  of  production 
and  then  decide  what  to  do  with  them.  What  happens  is  that  goods  and 
services  are  constantly  being  produced  and  consumed.  The  decisions 
will  have  effects  on  the  flow  of  goods  and  services  and  the  flow  of 
money  to  buy  them.  In  Units  7 through  14,  we  will  be  examining  these 
flows.  The  notion  of  flows  is  the  second  major  division  of  economics. 
(See  chart  in  Part  II  under  Learning  Situations.) 

II.  The  flow  of  goods  and  services  is  the  economic  activity  involved  in 
producing  the  factors  of  production  and  transforming  them  into  goods 
and  services. 

A.  One  should  visualize  a chain  or  web  of  connected  stages  of  produc- 
tion, illustrated  by  the  following  highly  simplified  diagram: 

THE  MARKET  SYSTEM 
U.  S.  Capital  ism  Today* 


NATURAL  ENTRE- 
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80%  GNP 


WHOLESALER 
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RETAILER 
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PURCHASES) 
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CONSUMER 


“Government  is  a factor  of  production  and  also  acts  as  a collective 
consumer  buying  from  the  manufacturer,  wholesaler,  and  retailer. 


219 


220 


B.  The  value  of  the  goods  and  services  will  equal  all  of  the  costs 
encountered  in  producing  them.  The  costs  will  include  the  pay- 
ments for  rent,  wages,  interest,  profits  and  revenue.  (A  more 
precise  statement  about  these  costs  will  be  given  in  Unit  10.) 

C.  The  figure  one  gets  for  the  value  of  the  total  output  is  called 
the  Gross  National  Product.  It  is  the  value  in  dollars,  of  the 
annual  output  of  goods  and  services. 

D.  As  goods  and  services  pass  through  the  stages  of  production,  one 
can  think  of  costs  being  added  as  each  stage  makes  its  contribution 
to  the  production  of  the  goods  and  services.  For  example,  the  man- 
ufacturer buys  the  factors  of  production  and  adds  his  services  in 
turning  these  into  a product.  Likewise,  the  wholesaler  and  the 
retailer  each  add  the  costs  of  their  services.  These  additions  of 
costs  involved  in  producing  the  goods  and  services  are  called 
value-added. 

E.  Of  course,  just  as  with  an  individual's  income,  if  the  annual  sal- 
ary is  $6,000,  that  does  not  mean  that  all  of  the  goods  and  services 
were  consumed,  say,  on  Christmas  Day.  There  has  been  a flow  of 
goods  and  services  which  have  been  produced  during  the  year. 

III.  The  flow  of  money  includes  the  sources  of  i ncome  and  the  uses,  made 

of  it. 

A.  When  goods  and  services  are  produced,  the  owners  of  the  factors 
of  production  receive  payment  for  their  contributions. 

Labor  - wages 
Natural  resources  - rent 
Capital  - interest 
Entrepreneur  - profits 
Government  - revenue 

B.  The  income  to  buy  the  goods  and  services  has  originated  as  the  goods 
and  services  are  produced.  One  man's  cost  (the  producer's)  is  an- 
other man's  income  (one  or  more  of  the  payments  to  the  factors  of 
production) . 

C.  The  money  income  can  be  used  to  buy  the  goods  and  services. 

IV.  There  are  two  related  flows;  the  flow  of  goods  and  services  and  the 

flow  of  money. 

A.  They  are  related  because  the  production  of  the  flow  of  goods  and 
services  has  simultaneously  created  a flow  of  money. 

B.  They  are  related  because  it  is  assumed  that  the  value  of  the  total 
output  (Gross  National  Product)  is  determined  by  the  total  costs 
of  producing  it  and  that  this  amount  is  equal  to  the  total  income 
that  has  been  created. 
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C.  The  two  flows  and  their  relations  and  magnitudes  can  be  summarized 
in  the  following  diagram: 


V.  Relation  to  other  disciplines  (illustrations) 


A. 


Geoqraphy : The  flows  notion  emphasizes  the  rate  and  direction  of 

the  utilization  of  resources.  A larger  GNP  may.  use  up  resources 

at  a higher  rate. 


B.  Sociology:  Since  a human  being  is  involved  both  as  a worker  and 

as  a consumer,  the  flow  of  goods  and  services  and  the  flow  of 
money  suggest  the  multiple  economic  roles  one  is  asked  to  play. 

C Political  science:  The  flow  of  goods  and  services  and  the  flow 

of  money  are  parts  of  the  structure  of  the  economy.  Citizens  will 
need  to  recognize  that  these  parts  or  sectors  of  the  society  are 
just  as  real  and  significant  as  territorial  divisions. 


D.  Psychology:  Since  the  Gross  National  Product  represents  total 

output,  the  individual  must  think  in  terms  of  total  or  aggregate 
behavior,  e.g.  the  total  or  aggregate  flow  of  goods  and  services. 
These  frames  of  reference  may  not  seem  as  personal  and  meaningful 
as  buying  consumer  goods  and  services. 
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Unit  7:  Definition  of  Flows 

Part  II:  Outline  of  Teaching  Suggestions 


I.  Comments  on  the  Content 

A.  Problems  in  teaching  the  concept 

1.  The  definition  of  the  flows  notion,  like  that  of  scarcity, 
grows  by  further  exploration  of  its  implications. 

2.  However,  the  notion  of  flows  is  less  familiar  and  personal  than 
that  of  scarcity  and  will  likely  need  more  careful  presentation 

and  review. 

3.  Perhaps  the  greatest  difficulty  with  the  notion  of  flows  is  that 

it  requires  the  student  to  think  (a)  in  aggregates  or  totals  an 

(b)  in  terms  of  modifying  a flow  of  activity.  An  analogy  to  the 
notion  of  traffic  is  quite  helpful  for  it  represents  both  an 
aggregate  of  automobiles  and  also  a flow  of  traffic. 

B.  The  concept  as  part  of  the  unfolding  structure 

1.  Scarcity:  Scarcity  implied  the  need  to  make  four  basic  economic 

decisions;  these  decisions  about  the  use  of  scarce  resources 
steadily  influence  the  flow  of  the  goods  and  services  and  the 
flow  of  money  to  buy  them. 

2.  Flows:  The  notion  of  flows  is  a logical  extension  of  decisions, 

for  it  shows  the  economy  j_n  movement  and  establ ishes  the  dynam ic 

environment  which  decisions  about  scarcity  will  affect. 

3.  Coordination:  It  is  necessary  for  an  economy  to  coordinate  the 

basic  economic  decisions  and  to  match  the  flow  of  goods  and 
services  with  the  flow  of  money. 

4.  Marginal  analysis:  We  have  seen  how  economic  decisions  will  be 

influenced  by  the  additional  marginal  unit.  In  the  analysis  of 
flows,  it  will  be  shown  that  the  size  of  the  Gross  National 
Product  will  be  influenced  by  the  marginal  propensity  to  con- 
sume, that  is,  by  the  amount  of  the  last  unit  of  income  the 
consumer  is  inclined  to  spend.  (See  especially  Unit  11). 

5.  Institutional  factors:  The  flows  of  goods  and  services  and  of 

money  are  each  influenced  by  customs  and  laws  influencing  what 
will  be  produced  and  what  consumers  may  buy. 

II.  Comments  on  the  Learning  Process 

A.  Vocabulary:  The  word  "flows11  invokes  many  analogies,  for  example, 

of  rivers,  traffic,  and  plumbing.  These  analogies  are  helpful. 
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Yet  what  is  being  emphasized  in  the  fiow  of  goods  and  services  and 
money  is  not  the  movement  of  the  goods  and  services  themselves  but 
of  the  value  of  the  goods  and  services  and  the  money  to  buy  them. 

B.  Mathematical  concepts  and  skills 

1.  Since  there  are  two  flows  which  are  presumed  to  be  equal  in 
value,  we  can  think  of  this  equality  as  an  equation: 


Value  of  Produce  = Total  Payments 
(GNP)  (GNP) 

2.  The  concept  of  equality  can  be  thought  of  also  as  an  income 
statement  (profit  and  loss  statement)  of  a store.  The  value 
of  the  product  is  the  sales;  the  costs  of  doing  business  are 
subtracted.  The  remainder  is  profit.  Add  the  profit  to  the 
costs  and  it  will  equal  the  sales.  Viewing  the  flows  this 
way  gives  it  a "business"  look. 

3.  The  idea  of  flows  ending  in  a quantity  is  also  present  in  other 
uses  of  the  notion  of  flows,  e.g.  if  water  flows  through  pipes 
at  the  rate  of  1 gallon  per  minute,  how  much  will  have  flowed 
through  in  an  hour? 

4.  The  separation  of  values  from  the  object  might  be  illustrated 
by  the  fact  that  the  price  tag  on  the  suit  is  not  the  suit. 
Indeed,  this  distinction  is  related  to  the  notion  that  the 
symbol  for  the  number  two  is  not  itself  the  number. 

C.  Abil ity  to  general ize 

1.  One  may  begin  by  the  obvious  and  crude  il lustration  of  a parent 
going  to  work  and  receiving  pay.  His  labor  becomes  part  of  the 
product  which  has  a value  and  his  pay  enables  him  to  buy  the 
product.  Now,  let's  add  up  all  people  going  to  work. 

2.  The  idea  of  flows  may  offer  some  difficulty  because  an  individ- 
ual may  not  see  how  his  own  behavior  fits  into  the  flows  of  the 
entire  economy.  However,  through  repeated  demonstration  the 
notion  can  become  real,  and  so  support  his  ability  to  generalize 
from  his  own  income  and  expenditures  to  those  of  the  nation. 

0.  Background 

1.  Going  to  work  to  produce  something  and  getting  paid— these  two 
basic  ingredients  of  the  flows  notions— are  in  the  background 
of  most  students. 

Newspapers  and  student  news  publications  often  refer  to  data 
on  the  GNP. 


2. 
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III.  Learning  Situations 

A.  From  Teacher  to  Teacher 

The  first  six  units  unfolded  the  concept  of  scarcity  by  showing  that 
every  society  faces  certain  basic  economic  decisions  as  a result  of 
scarcity.  The  analysis  illustrated  how  each  of  these  decisions  was 
linked  one  with  another.  But  the  linkage  was  made  in  a static  and 
linear  manner  as  if  societies  took  up  each  of  the  decisions  one  at 
a time.  This  static  quality  was  used  in  the  first  six  units  to 
simplify  the  process  of  analysis.  The  unfolding  logic  of  the  dis- 
cipline of  economics  puts  forward  a static  model  of  economic  rela- 
tionships before  moving  into  the  more  complex,  dynamic  models.  All 
theoretical  structures  of  the  discipline  of  economics  may  be  thought 
of  as  "maps".  That  is  to  say,  they  are  approximations  of  reality, 
not  photographic  representations.  The  "map"  that  was  drawn  in  the 
units  on  scarcity  outlined  only  the  broad  configurations  of  reality. 
The  next  eight  units  dealing  with  flows  add  more  detail  to  our  eco- 
nomic map  by  showing  the  dynamic  interaction  between  the  basic  deci- 
sions of  scarcity  and  their  effects  on  on-going  economic  activity. 

In  this  sense,  the  units  on  flows  are  a continuation  of  the  unfold- 
ing concept  of  scarcity. 

The  first  task  in  Unit  7 is  to  create  a situation  in  which  the  dy- 
namic character  of  economic  activity  is  illustrated.  The  first 
learning  situation  presents  in  very  simple  terms  the  chain  of  pro- 
duction involved  in  making  a wool  suit.  The  idea  of  a chain  of 
linked  economic  events  is  important  here.  The  process  of  production 
is  no  longer  presented  as  an  immediate  occurrence;  instead,  it  is 
seen  as  a process  of  decision-making  occurring  over  a period  of  time 
and  involving  the  decisions  of  several  persons.  This  situation 
introduces  the  idea  that  income  results  from  the  production  of  goods 
and  services,  but  the  notion  of  continuous  circular  flows  is  devel- 
oped in  the  second  learning  situation. 

The  second  learning  situation  is  an  extension  of  the  concepts  ex- 
amined in  the  first  situation.  Instead  of  dealing  with  a single 
product,  the  students  are  engaged  in  the  process  of  summing  the 
flows  relationships  for  three  products.  Further  extension  of  the 
same  concepts  to  the  idea  of  aggregate  flows  for  a nation  then  fol- 
lows through  a discussion.  The  concept  of  a continuous  flow  of 
goods  and  services  in  exchange  for  a continuous  flow  of  money  builds 
on  the  previous  materials  and  the  unit  culminates  with  the  introduc- 
tion of  the  term  Gross  National  Product. 

The  analysis  of  flows  introduced  in  this  unit  and  unfolded  through- 
out the  entire  section  on  Flows  (Units  7 through  14)  is  a theoretical 
construction,  a structure  for  systematically  organizing  the  billions 
of  economic  events  which  occur  in  a society  into  a meaningful  pat- 
tern. The  need  for  this  structure  should  be  emphasized  in  this  unit 
and  the  entire  section  should  be  emphasized  as  a step  by  step  ex- 
amination of  a developing  structural  framework. 
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B.  Sequenced  Learning  Situations 

1.  First  Situation:  Introduction  to  the  Two  Related  Flows 

(Student  Materials,  page  591) 

a.  Up  to  this  point  in  our  discussion  we  have  tended  to  view 
specific  economic  processes  as  if  they  were  taking  place 
alone  and  unrelated  to  other  economic  activities.  We  have 
intentionally  blocked  off  the  concept  of  scarcity  into  such 
parts  as  What  to  Produce,  etc.  in  order  to  illustrate  spe- 
cific ideas.  This  may  have  given  rise  to  the  feeling  that 
a society  begins  with  a neat  pile  of  resources  which  it 
proceeds  to  parcel  out  much  as  one  divides  up  a candy  bar 
among  friends.  The  actual  working  of  an  economic  system 

is  not  quite  that  simple  because  many  decisions  are  being 
made  at  the  same  time.  We  don't  produce  cars  one  month, 
television  sets  the  next,  and  food  later.  Instead,  all 
these  things  are  being  produced  simultaneously  and  the  uses 
of  the  resources  are  continually  changing. 

The  dynamic  nature  of  economic  activity  may  be  viewed  as  a 
continuous  or  circular  interaction  between  two  flows:  the 

flow  of  goods  and  services  and  the  flow  of  money  used  to 
buy  the  goods  and  services. 

b.  The  notion  of  economic  flows  may  be  illustrated  by  a series 
of  diagrams  which  trace  in  some  detail  the  various  stages 
in  the  production  of  a wool  suit  from  raw  wool  to  finished 
product.  In  this  instance,  we  will  actually  retrace  the 
stages  of  production  from  consumer  through  retailer,  whole- 
saler, tailor,  weaver,  and  farmer.  At  each  stage  in  the 
process  special  attention  will  be  given  to  the  successive 
changes  which  occurred  in  the  value  of  the  suit.  The  stages 
are  illustrated  by  the  narrative  and  diagrams  below: 

The  Route  of  a Suit 

Mr.  Chasnik's  job  requires  him  to  wear  a suit  every  working  day  because  he 
must  meet  customers  in  his  office.  But  he  must  also  go  into  the  machine 
shop  and  inspect  the  progress  of  the  work  being  prepared  for  his  customers. 
This  means  that  his  suits  receive  a lot  of  wear  and  tear,  and  frequently 
he  must  buy  a new  suit.  Obviously,  he  doesn't  drive  out  to  a sheep  ranch 
and  shear  a few  sheep.  Neither  does  he  weave  the  cloth  or  tailor  his  own 
suit.  How  then  does  the  wool  get  from  the  sheep's  back  to  Mr.  Chasnik's 
back?  Simply  put,  Mr.  Chasnik  goes  to  a store  and  buys  a suit.  But  there 
is  more  to  it  than  that.  Where  does  the  retailer  at  the  store  get  the  suit? 
Does  he  shear  the  sheep  and  so  on?  No,  usually  he  buys  the  suit  along  with 
several  other  suits  from  a wholesaler.  The  wholesaler  in  turn  bought  the 
suit  and  hundreds  of  others  from  a tailoring  company  that  made  the  suits 
from  woolen  cloth  that  they  purchased  from  a weaving  mill.  The  weaver  pur- 
chased the  raw  wool  from  a sheep  farmer  and  the  farmer,  of  course,  took  the 
wool  from  the  backs  of  his  sheep. 
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These  stages  in  the  production  of  a suit  are  probably  already  familiar  to 
you.  We  can  make  a simple  diagram  to  show  the  route  of  a suit  from  farmer 
to  consumer. 

Diagram  1 

CONSUMER 

t 

RETAILER 

t 

WHOLESALER 

t 

TAILOR 

t 

WEAVER 

t 

FARMER 

As  the  wool  goes  through  these  stages  of  production,  money  is  exchanged  at 
each  step  in  return  for  the  increasing  value  that  is  added  to  the  original 
wool  as  it  moves  along  to  the  consumer. 

At  each  step  in  the  production  an  exchange  takes  place.  Money  is  exchanged 
for  goods  and  services.  The  whole  process  of  changing  the  wool  on  the 
sheep‘s  back  to  the  woolen  suit  on  Mr.  Chasnik's  back  results  in  a flow  of 
money  in  exchange  for  a flow  of  goods  and  services.  We  can  examine  these 
flows  at  each  stage  of  production  and  make  a diagram  that  represents  these 
flows.  Each  new  diagram  will  show  the  flows  for  the  particular  stage  of 
production  under  discussion  and  will  also  show  the  previous  stages  of  pro- 
duction that  have  already  been  covered.  The  last  diagram  will  then  show 
us  a complete  picture  of  the  two  flows. 

The  farmer  feeds  and  cares  for  his  flock  of  sheep.  He  also  shears  the 
sheep  and  transports  the  wool  to  the  weaving  mill.  Of  course,  when  he  sells 
his  wool  to  the  weaver,  he  sells  more  than  enough  for  one  suit;  but  we  want 
to  make  our  diagrams  as  simple  as  possible.  Therefore,  we  will  estimate  how 
much  money  he  receives  for  the  wool  that  is  needed  to  produce  only  one  suit. 
Let  us  say  that  he  receives  $5  from  the  weaver.  The  $5  represents  the  value 
he  has  added  to  the  wool  by  getting  the  wool  from  the  back  of  his  sheep  to 
the  weaving  mill.  For  the  sake  of  simplicity  throughout  this  account,  we 
will  assume  that  no  other  expenses  are  involved. 
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Diagram  2 


Stage  of  Production 

Value  Added 

Income  Generated 

Weaver 

t 

T 

Farmer 

$5 

$5 

The  weaving  mill  cords  the  wool,  spins  it  into  thread  and  weaves  the  thread 
into  cloth.  The  weaver  then  sells  the  cloth  to  a tailor  for  $15.  But  the 
weaver  has  included  the  $5  he  paid  to  the  farmer  in  his  price.  We  must 
subtract  this  $5  from  the  $15  in  order  to  find  out  the  amount  of  value  that 


the  weaver  added  to  the 
Diagram  3 

raw  woo 1 . 

Stage  of  Production 

Value  Added 

Income  Generated 

Tailor 

1 

1 

Weaver 

A 

$10 

$10 

T 

Farmer 

$ 5 

$ 5 

The  tailor  cuts  the  cloth  and  makes  it  into  a suit.  He  then  sells  the 
suit  to  a wholesaler  who  pays  him  $40.  Again,  we  subtract  the  $15  the 
tailor  paid  the  weaver  for  the  cloth  and  find  that  the  value  the  tailor 
added  equals  $25. 

Diagram  4 


Stage  of  Production 

Value  Added 

Income  Generated 

Wholesaler 

t 

T 

Tailor 

♦ 

$25 

$25 

1 

Weaver 

4 

$10 

$10 

1 

Farmer 

$ 5 

$ 5 
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The  wholesaler  buys  large  quantities  of  suits.  For  example,  suppose  that 
the  suit  we  have  been  talking  about  was  a size  40  suit  made  of  worsted  wool. 
The  wholesaler  may  buy  a thousand  such  suits.  In  turn,  he  transports  and 
sells  these  suits  to  several  retail  stores.  Let  us  say  that  he  sells  the 
particular  suit  we  have  been  talking  about  to  a retailer  for  $50.  The  ten 
dollars  of  value  added  is  the  income  the  wholesaler  receives  in  return  for 
his  services. 


Diagram  5 


Stage  of  Production 

Value  Added 

Income  Generated 

Retai ler 

f 

1 

Wholesaler 

A 

$40 

$40 

T 

Tailor 

$25 

$25 

T 

Weaver 

$10 

$10 

T 

Farmer 

$ 5 

$ 5 

Finally,  the  retailer  displays  several  different  kinds  of  suits,  he  helps 
Mr.  Chasnik  make  his  selection,  and  takes  care  of  the  alterations  needed 
to  make  the  suit  fit  properly.  Mr.  Chasnik  purchases  the  suit  for  $75. 
We  now  subtract  the  $50  that  the  retailer  paid  to  the  wholesaler  when  he 
bought  the  suit.  The  $25  then  represents  the  value  added  to  the  suit  by 
the  retai ler. 
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Diagram  6 illustrates  the  complete  "Route  of  the  Suit". 


Diagram  6 


Stages  of  Production 

Description  of  Transactions 

Value 

Added 

1 ncome 
Generated 

Consumer 

t 

Consumer  pays  $75  to 
Reta i ler . 

1 

Reta 

i 

i ler 
l 

Retailer  pays  $50  to  Whole- 
saler for  suit.  Displays 
suit  in  store  and  sells  it 
to  Mr.  Chasnik  for  $75. 

$25 

$25 

1 

Whole 

saler 

Wholesaler  pays  $40  to 
Tailor  for  finished  suit. 
Wholesaler  transports  suit 
and  sells  it  to  Retailer 
for  $50. 

$10 

$10 

1 

Tai 

i 

1 

lor 

i 

Tailor  pays  $15  to  Weaver 
for  cloth,  designs  and  cuts 
suit.  Sells  suit  to  Whole- 
saler for  $40. 

$25 

$25 

1 

Wea 

1 

ver 

Weaver  pays  $5  to  Farmer 
for  wool.  Weaves  wool  into 
cloth.  Sells  cloth  to 
Tailor  for  $ 15. 

$10 

$10 

1 

Farmer 

1 

Farmer  shears  sheep  and 
sells  wool  for  $5  more  than 
his  costs. 

$ 5 

$ 5 

Arrows  indicate 
flow  of  goods 
and  services. 

Total 

$75  $75 

Arrow  indicates 
a flow  of  money. 

The  total  amount  of  value  added,  $75>  is  the  same  as  the  total  amount  of 
income  created  and  this  amount  is  the  same  as  the  retail  price  of  the  suit. 
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Will  the  total  value  added,  the  Income  generated,  and  the  retail  price 
always  be  the  same?  The  answer  is  yes.  Suppose  that  the  retailer  reduced 
the  sales  price  to  $65.  After  subtracting  the  $50  he  paid  for  the  suit, 
we  would  find  that  the  value  he  added  was  $15.  His  income  would  also  be 
$15,  Putting  these  $15  figures  into  the  last  diagram,  we  would  find  that 
the  total  value  added  and  the  total  income  created  would  again  be  equal  to 
the  retail  price.  In  this  case  they  would  all  be  $65. 

Suppose  that  the  retailer  wanted  to  sell  the  suit  for  $100.  You  looked  at 
the  suit  in  his  store  and  decided  that  the  "value"  of  the  suit  was  not  $100. 
You  are  now  using  the  word  "value"  in  a different  way  than  we  have  been 
using  it  in  this  illustration.  Perhaps  you  feel  that  the  "value"  of  the 
suit  Is  only  $25.  The  economist  has  no  way  of  knowing  the  different 
"values"  that  the  suit  will  have  for  thousands  of  people. 

In  this  illustration,  the  value  of  the  suit  is  determined  by  the  actual 
sale  price.  When  one  person  is  able  and  willing  to  buy  the  suit,  whatever 
price  he  pays  is  considered  as  the  va 1 ue  of  the  suit.  If  one  person  is 
able  and  willing  to  pay  $100  for  the  suit,  then  in  this  case. the  value  added 
by  the  retailer  would  be  $50  ($100  retail  price  minus  $50  price  the  retailer 
paid  the  wholesaler  s $50  value  added). 

What  about  the  suits  that  the  retailer  has  not  sold?  How  will  we  find  the 
total  value  added  for  these  suits?  The  unsold  suits  are  part  of  the  re- 
tailers inventory.  All  the  unsold  merchandise  in  the  store  is  considered 
as  the  retailer's  inventory.  Since  he  has  not,  as  yet,  sold  these  suits, 
obviously  he  has  not  gained  any  income  from  them  and  until  he  sells  them 
he  has  not  added  any  value  to  them.  We,  therefore,  say  that  the  total 
value  added  for  an  unsold  suit  is  equal  to  the  last  sales  price  in  the 
chain  of  production.  In  our  illustration  this  is  $50,  the  price  the  re- 
tailer paid  to  the  wholesaler. 

The  following  questions  may  be  used  to  focus  student  atten- 
tion on  the  need  to  distinguish  between  the  sale  price  of 
an  article  and  the  income  it  creates. 

(1)  The  weaver  sold  his  cloth  to  the  tailor  for. $15.  Why 
cannot  this  $15  be  considered  the  weaver's  income? 

How  much  did  he  have  to  spend  before  he  could  sell 
the  cloth  to  the  tailor? 

(2)  What  happened  to  the  value  of  the  wool  between  the 
time  the  weaver  bought  it  and  the  time  he  sold  it 
to  the  tai lor? 

(3)  What  is  the  difference  between  the  sale  price  of  the 
suit  at  each  stage  and  the  income  it  generates? 

c.  Student  application  of  the  concept 

Your  parents  have  decided  to  purchase  a new  maple  dining 
room  set.  The  furniture  which  they  have  picked  out  costs 
$110  for  a table  with  six  chairs.  Trace  the  stages  of 
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production  for  the  furniture  in  the  same  manner  as  we  traced 
the  production  process  of  the  woolen  suit.  To  do  this  you 
must  account  for  the  logging  operation  when  the  trees  were 
felled,  the  sawmill  which  makes  lumber  from  the  logs,  the 
furniture  factory,  the  wholesale  furniture  warehouse  and  fi- 
nally the  retail  furniture  store  where  the  furniture  was  pur- 
chased. Using  a diagram,  show  the  value  added  at  each  stage 
in  the  process,  illustrate  the  direction  of  the  two  flows  and 
construct  a diagram  similar  to  diagram  6 showing  the  rela- 
tionship between  value  added  and  the  income  generated. 

In  order  to  set  up  a diagram  of  the  flows  you  will  have  to 
know  the  sale  price  at  each  stage  of  production.  These  are 
1 isted  below: 

(1)  Loggers  sold  trees  to  sawmill  for  $10. 

(2)  Sawmill  sold  lumber  to  manufacturer  for  $20. 

(3)  Furniture  manufacturing  company  sold  finished  product 
to  wholesale  dealer  for  $60. 

(4)  Wholesaler  sold  transported  furniture  to  retailer 
for  $80. 

(5)  Retail  er  sold  displayed  furniture  to  consumer  for  $110. 

2.  Second  Situation:  Expanding  the  Concept  of  the  Two  Related 

Flows  ( Student  Materials,  page  596) 

a.  The  first  situation  illustrated  a relationship  between  the 
two  flows,  namely,  that  that  total  amount  of  income  gener- 
ated in  the  creation  of  a good  or  service  is  equal  to  the 
total  value  added  in  the  process  of  producing  the  good  or 
service.  The  second  situation  will  expand  the  concept  of 
flows  by  showing  that  the  process  used  to  describe  the 
flows  for  one  product  can  be  expanded  for  several  products 
and  ultimately  for  a whole  society. 

b.  To  some  extent  the  second  situation  is  a repetition  of  the 

first  situation  in  that  both  are  concerned  with  the  anal- 
ysis of  flows.  The  important  difference  is  that  in  the 
second  situation  the  emphasis  is  on  the  concept  of  aggre- 
gate flows  and  the  continuous  nature  of  the  flows.  The 
following  sketch  poses  this  question:  How  can  the  total 

va,lue  of  output  in  a society  for  a given  period  of  time 

be  determined?  The  learning  situation  provides  information 
for  making  the  first  extension  of  the  accounting  process 
beyond  the  single  product  analysis  given  previously.  The 
information  is  placed  in  the  context  of  a small  community 
which  produces  woolen  suits,  furniture,  and  canned  pears. 
After  the  students  have  had  this  experience  of  dealing 
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with  aggregation  in  simplified  terms,  a discussion  is  sug- 
gested which  should  ailow  students  to  make  the  further  ex- 
tension of  the  concept  for  themselves# 


c.  Illustrating  aggregate  flows 

In  “The  Route  of  a Suit1*  we  saw  that  at  each  stage  of  pro* 
duct  ion,  value  was  added.  We  also  saw  that  the  value  added 
in  each  stage  of  production  determined  the  amount  of  income 

generated . 

* 

Your  analysis  of  the  production  of  the  dining  room  furni- 
ture should  have  shown  the  same  relationships.  In  fact, 
every  item  produced  in  the  United  States,  or  any  other 
society,  could  be  analyzed  in  a similar  manner.  What  use 
would  we  have  for  such  detailed  information  about  individ- 
ual products?  Perhaps  very  little,  but  if  we  knew  the 
total  value  added  in  the  production  of  all  the  goods  and 
services  made  in  the  United  States  in  a given  year  such 
information  would  help  us  to  measure  the  performance  of 
the  economy.  If  we  had  such  measurements  over  a period  of 
years  we  could  compare  the  present  performance  of  the  econ- 
omy with  its  performance  in  the  past.  Consequently,  the 
question  which  we  will  now  seek  to  answer  is:  How  can  the 

total  value  of  the  output  in  a society  for  a given  period 
of  time  be  determined? 

It  may  seem  rather  obvious  to  you  that  the  way  to  do  this 
is  to  add  up  the  total  value  added  in  the  production  of 
each  and  every  item  made  in  the  United  States  during  a 
given  year.  Although  the  process  is  not  difficult  and 
involves  nothing  more  than  simple  addition,  we  will  see 
that  the  task  is  actually  quite  complex  and  laborious. 
Rather  than  overwhelm  you  in  the  task  of  calculating  the 
total  value  of  all  goods  and  services  produced  in  the 
United  States,  the  following  illustration  calls  upon  you 
to  create  a system  for  arriving  at  the  total  value  of  just 
three  products:  a woolen  suit,  a dining  room  set,  and  a 
case  of  canned  pears. 

From  che  previous  situation  you  know  that  the  value  added 
to  the  suit  was  $75  and  to  the  dining  room  set,  $110.  The 
value  added  to  the  case  of  canned  pears  we  will  set  at  $5. 
The  total  value  added  for  the  three  products  will  be  $190. 
You  have  already  become  aware  of  the  two  related  flows  and 
how  they  may  be  illustrated  in  the  suit  and  furniture 
example.  Mow  we  are  asking  you  to  illustrate  the  total 
of  totals  or  the  aggregate  value  added  to  all  three  pro- 
ducts. (The  term  "aggregate11  is  easier  to  use  than  "total 
of  totals"  but  the  idea  of  a total  of  totals  or  grand  total 
is  at  the  heart  of  the  aggregate  notion.) 
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How  would  you  Illustrate  the  two  related  flows  as  aggregate 
flows  using  the  three  products  listed  above? 

Before  the  students  begin  creating  drawings  to  illustrate 
the  aggregate  flows,  there  are  some  points  that  should  be 
emphasized.  First,  the  drawing  must  show  the  process  of 
addition  (aggregation)  within  each  flow.  Second,  it  must 
show  the  relationship  between  the  flow  of  goods  and  services 
and  the  flow  of  money.  Third,  the  drawing  must  be  clear 
enough  so  that  the  main  idea  is  readily  apparent. 

d.  Some  students  may  be  able  to  create  such  an  illustration 
entirely  on  their  own.  Others  may  require  assistance. 

The  teacher  may  decide  to  make  the  creation  of  an  illustra- 
tion a class  effort  or  assign  groups  of  students  to  work 
on  it.  The  important  thing  is  that  they  are  given  some 
opportunity  to  first  formulate  the  concept  of  aggregate 
flows  in  their  own  terms.  The  teacher  will  have  to  use  his 
discretion  in  deciding  how  much  time  to  allocate  to  this 
effort. 

The  directions  given  to  the  students  restrict  their  illus- 
tration of  aggregation  to  three  products.  The  following 
drawing  is  presented  as  a guide  to  the  general  form  the 
student  illustrations  may  take: 
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1 1 lustration  J_ 

Flow  of  Goods  and  Services  ^ow  of.  Honey 


Aggregate  Value  Added  $190  =*  = <=  Aggregate  Income  Generated  $190 

The  notion  of  the  equality  that  exists  between  the  aggre- 
gate value  added  in  the  process  of  producing  goods  and 
services  and  the  amount  of  income  generated  in  the  process 
is  the  first  step  toward  understanding  the  full  relation- 
ship that  exists  between  the  flows.  The  following  ques- 
tions are  suggested  as  the  focus  for  expanding  the  discus- 
sion of  this  relationship: 

0)  if  the  number  of  items  were  increased  to  the  point 
where  they  represented  all  the  products  produced  in 
the  United  States  for  a year,  would  the  aggregate 
value  added  still  be  equal  to  the  aggregate  income 
generated? 

(2)  How  would  you  illustrate  the  relationship  between  the 
two  aggregates  for  all  the  products  produced  in  the 
United  States  during  a given  year? 
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e.  In  summary  the  first  learning  situation  and  the  second 
learning  situation  up  to  this  point  have  illustrated  that 
the  equality  relationship  between  value  added  and  income 
generated  holds  in  the  general  or  aggregate  case  as  well 
as  in  the  single  case  (a  suit).  While  this  equality  rela- 
tionship is  important,  it  is  only  one  step  toward  concep- 
tualizing the  relationship  between  the  flow  of  goods  and 
services  and  the  flow  of  money. 

Part  of  the  concept  of  exchange  was  implied  in  the  previous 
work.  The  task  now  is  to  make  this  concept  explicit.  The 
"Route  of  a Suit"  example  described  the  labor  of  persons 
involved  in  the  production  of  a woolen  suit.  In  return 
for  their  labor,  or  in  exchange  for  their  labor,  they 
received  income  equivalent  to  the  value  they  added  to  the 
product.  Obviously,  all  of  the  persons  who  worked  on  the 
production  of  the  suit  could  not  purchase  the  single  suit. 
How  then  did  the  income  they  received  become  available  for 
the  continuation  of  the  production  process?  In  the  context 
of  a single  product  or  a three  product  illustration,  the 
question  is  unanswerable;  but,  in  the  context  of  all  pro- 
ducts produced  in  a year,  the  answer  can  be  illustrated. 

We  suggest  that  the  students  be  given  the  opportunity  to 
conceptualize  and  illustrate  the  continuous  circular  rela- 
tionship between  the  two  flows.  The  following  question 
may  be  used  to  initiate  the  inquiry.  Can  you  create  a 
drawing  or  diagram  that  shows  income  generated  in  the 
process  of  production  flowing  into  the  hands  of  consumers 
in  return  for  their  labor  and  money  flowing  back  to  pro- 
ducers in  return  for  the  goods  and  services  which  they 
have  sold? 

The  following  drawing  is  presented  as  a guide  to  the 
general  form  the  student  illustrations  may  take: 
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Flow  of  Goods  and  Services 


Goods  and  Services 
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By  examining  the  total  (aggregate)  picture  of  economic 
events  in  a society  we  can  see  relationships  between  these 
events  that  escape  us  when  we  look  at  them  only  in  isola- 
tion. An  economic  event  occurs  every  time  a person  chooses 
to  produce  or  consume  something  that  has  value  to  other 
persons  in  the  society.  Obviously,  billions  of  economic 
events  occur  every  day.  Each  economic  event  is  an  economic 
fact.  We  must  have  some  basis  for  arranging  these  facts 
in  an  orderly  manner  if  we  want  to  understand  man's  eco- 
nomic behavior.  Consequently,  we  must  have  a structure 
that  provides  a means  for  selecting  and  collecting  the 
billions  of  economic  facts  into  a meaningful  pattern. 

Our  examination  of  the  concept  of  flows  in  this  unit  has 
developed  some  of  the  elements  needed  for  a structure  of 
economics.  We  have  examined  the  following  relationships: 

(1)  In  the  production  process,  value  is  added  to  the 
product  in  each  stage  of  production  (i.e.  farmer, 
weaver,  tailor,  etc.). 

(2)  The  amount  of  value  added  in  each  stage  of  production 
generates  an  equal  amount  of  income. 

(3)  The  total  value  added  to  the  total  of  all  goods  and 
services  produced  in  a given  year  is  equal  to  the 
total  amount  of  income  generated  in  a society  during 
that  year. 
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(4)  The  income  received  in  a given  year  by  all  the  con- 
sumers in  a society  in  return  for  their  labor  services 
may  be  used  in  total  or  in  part  to  purchase  all  or 
part  of  the  goods  and  services  produced  in  a given 
year. 

The  development  of  a structure  involves  an  expansion  of 
all  of  these  relationships  especially  the  more  complex 
relationships  stated  in  three  and  four.  The  third  rela- 
tionship contains  the  concept  of  an  aggregate  (total  of 
totals)  of  the  value  added  in  the  production  process  for 
a given  year  which  economists  refer  to  as  the  Gross 
National  Product  or  simply  GNP. 

The  concept  of  the  gross  value  of  production  (GNP)  in  a 
year  promises  to  be  a useful  measuring  device  for  com- 
paring the  performance  of  the  economy  in  one  year  with  the 
performance  in  another  year.  Calculating  the  GNP  and  using 
it  as  a measuring  device  provides  a means  for  organizing 
the  flows  of  economic  activity  into  a systematic  pattern. 
Units  8 and  9 deal  with  an  expansion  of  the  GNP  concept. 

The  fourth  relationship,  which  deals  with  the  continuous 
nature  of  the  flows,  will  be  the  primary  consideration 
for  the  studies  in  Units  10,  11,  12,  and  13. 


THE  FLOW  OF  GOODS  AND  SERVICES  AND  THE  FLOW  OF  MONEY 


Unit  8:  Measure  of  a Nation's  Income 

Part  I:  Sequenced  Outline 


I.  In  the  previous  unit,  we  learned  to  see  economic  activity  as  a cont i n- 
uous  flow  of  goods  and  services  and  the  flow  of  money.  We  learned  also 
that  the  flow  is  va 1 ued  in  dollars.  And  as  we  now  know,  the  flow  of 
goods  and  services  is  equal  in  value  to  the  flow  of  money  because  the 
total  costs  involved  in  creating  the  flow  equals  the  amount  of  money 
available  to  purchase  the  entire  output.  In  this  unit,  we  will  learn 
more  about  the  problems  involved  in  measuring  the  size  and  magnitude 
of  the  flow. 

II.  Since  the  nation's  output  and  income  is  measured  in  dollars,  we  must 
first  examine  the  problems  of  measuring  with  money.  We  must  keep  two 
big  ideas  in  mind: 

A.  First,  the  relation  of  prices  and  the  value  of  money. 

1.  Money  is  used  to  exchange  for  the  good  or  service,  but  we  give 
a certain  amount  of  money,  obviously  to  match  or  measure  the 
value  we  believe  we  are  buying.  Money  is  then  serving  as  a 
measurement  of  value. 

2.  We  usually  assume  that  what  we  are  measuring  is  changing  and 
the  measuring  stick  is  not.  Could  we  tell  though,  if  a yard  of 
cloth  (by  previous  measurement)  has  shrunken,  whether  the  cloth 
is  shorter  or  the  yardstick  is  longer? 

3.  Suppose  that  a product,  say,  meat  has  become  more  valuable  and 
its  price  is  higher.  Then  a dollar  - our  measuring  unit  - will 
buy  less  of  it  than  it  could  before.  Since  the  dollar  will  buy 
less,  we  say  that  it  is  worth  less;  we  would  have  to  give  more 
money  to  buy  as  much  meat  as  we  did  before  the  price  was  higher 

4.  We  can  now  state  an  important  and  clear  relationship  - which  we 
have  always  vaguely  known  - that  if  prices  go  up,  the  value  of 
the  dollar  goes  down  and  vice  versa.  Prices  and  the  value  of 
the  dollar  move  in  opposite  directions.  Mathematically,  the 
relationship  is  inverse. 

B.  Second,  the  worth  of  the  dollar  is  what  it  will  buy  on  the  average. 

1.  Since  some  prices  may  have  gone  up,  some  down,  and  in  various 
proportions,  the  dollar's  value  will  be  determined  by  the  aver- 
age of  these  prices.  If  the  average  has  gone  up,  the  dollar's 
value  has  gone  down. 

2.  The  average  of  prices  is  called  the  price  level,  meaning  the 
level  of  prices. 
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3.  To  make  the  dollar's  value  as  meaningful  as  possible,  we  usually 
choose  a group  of  related  items,  for  example,  consumer  prices, 
for  then  we  can  speak  about  the  value  of  the  consumer's  dollar. 


III.  Now  that  we  know  something  about  the  relations  of  prices  and  the  value 
of  the  dollar,  we  will  see,  with  a few  examples,  how  measuring  the 
changes  in  prices  show  us  ? nd? recti y or  ? nversel v the  value  of  the 
dollar. 

A.  Assume  prices  have  doubled. 

Prices  in  Given  Year  _ 200 

Prices  in  Base  Year  100 

The  value  of  money  is  the  inverse: 

100  = 1 

200  2 

B.  A more  realistic  example: 

Consumer  Prices  in  a Given  Year  (1964)  _ 108 

Consumer  Pr  ices  in  Base  Years  (1957-59)*  100 

The  value  of  money  is  the  inverse: 

100  _ . 93** 

108 

IV.  How  can  our  knowledge  of  the  relation  of  prices  and  the  value  of  money 
help  us  in  making  meaningful  comparisons  in  the  measurement  of  the 
nation's  income  (that  is,  output)  or  its  Gross  National  Product? 

A.  The  following  figures  show  the  Gross  National  Product  produced  in 
the  indicated  years. 

1942  $159  Billion 

1964  622  Billion 

In  each  of  the  years  the  output  was  valued  or  measured  in  terms  of 
what  the  dollar  would  buy  in  each  of  those  years.  It  took  $159  bil- 
lion of  1942  dollars  to  produce  and  buy  the  1942  output. 


"Three  years  averaged  to  give  a better  denominator  or  basis  for  com- 
parison. 

**ln  other  words,  a dollar  in  1964,  compared  with  1957"59»  would  buy 
only  93  cents  worth  of  goods  and  services. 
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We  are  measuring  in  dollars  that,  reflect  the  then  current  value  of 
the  dollar.  We  say  the  figures  represent  the  Gross  National  Product 
in  Current  Dollars. 

B.  Compared  with  1964,  it  appears  that  we  were  producing  almost  four 
times  as  much  as  we  were  producing  in  1942.  Is  that  correct? 

1.  We  could  make  a better  comparison  by  imagining  that  we  could 
walk  back  into  1942  and  buy  the  Gross  National  Product  of  that 
year  with  1964  dollars.  We  would  then  be  measuri ng  wi th  dol lars 
of  the  same  value.  If  the  worth  of  the  dollar  in  1942  and  1964 
were  the  same,  the  figures  for  the  outputs  would  not  be  different. 
But,  as  we  all  know,  prices  were  much  higher  in  1964  than  they 
were  in  1942,  so  1964  dollars  are  worth  less.  What  would  the 
1942  output  be  worth  in  1964  dollars? 

1942  $323 

1964  622 

2.  Measuring  the  GNP  in  Current  Dollars  made  it  appear  that  we  were 
producing  four  times  as  much  (A  above).  If  we  use  dollars  of 
the  same  value,  that  is,  measure  in  Constant  Dollars,  it  appears 
that  we  were  producing  in  1964  about  twice  as  much  as  in  1942. 

3.  We  can  see  why:  it  took  twice  as  many  1964  dollars  to  buy  the 

1942  output,  so  prices  must  have  about  doubled  from  1942  to  1964. 

It  took  about  twice  as  many  1964  dollars  to  buy  the  1942  output. 

C.  What  then  have  we  learned  about  measuring  the  nation's  income  (the 
Gross  National  Product). 

1.  We  can  measure  it  in  Current  Dollars. 

2.  We  can  correct  the  measurement  to  allow  for  price  changes.  The 
result  is  a measurement  of  the  nation's  income  in  Constant  Dollars. 
At  times,  the  measurement  in  Constant  Dollars  is  called  the  Real 
Gross  Nat ional  Product. 

3.  The  measurement  in  Constant  Dollars  gives  us  a closer  compari- 
son of  what  was  produced,  that  is,  comparing  quantity  with  quan- 
tity. Of  course,  other  changes  would  also  have  to  be  taken  into 
account — we  haven't  here — but  the  quality  may  have  improved,  we 
may  be  paying  for  more  service  (e.g.  packaging  vegetables),  etc. 

V.  Relation  to  other  disciplines  (illustrations) 

A.  Geography:  The  problems  of  measurement  of  the  nation's  income  re- 

semble those  presented  in  geography,  e.g.  correcting  for  distances 
in  preparing  maps.  In  this  sense,  the  "real"  world  is  a construction. 
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Socioloav  The  need  to  make  more  accurate  comparisons  and  to  cor- 
rect fofdistort  ions  is  basically  similar  to  the  requirement  in 
sociology  for  comparing  standards  of  living  in  different  places  or 

t imes. 

pAlli.iral  science-  The  citizen's  need  to  use  data  requires  that  he 

be  sophisticated  about  the  implications  of  the  ®"^°w  care' 

ful  one  must  be  to  keep  such  analysis  free  from  distortion. 

Psychology:  The  correction  of  the  Current  GNP  for  price  <*a"9e= 

indicatesYthat  a view  of  the  world  depends  upon  the  corrected  vs 
^Ih:  "ewer.  The  Constant  GNP,  - * « <*  -J  fcrpnoM. 

and  from  the  point  of  view  of  comparison,  is  truly  the 
(See  the  comment  above  on  Geography) . 


THE  FLOW  OF  GOODS  AND  SERVICES  AND  THE  FLOW  OF  MONEY 
Unit  8:  Measure  of  a Nation's  Income 

Part  II:  Outline  of  Teaching  Suggestions 


I.  Comments  on  the  Content 

A.  Problems  in  teaching  the  concept 

1,  This  unit  is  based  upon  the  appreciation  of  the  notion  of 
measurement  and  an  application  of  it. 

Z,  Perhaps  the  most  difficult  of  all  concepts  to  teach  is  one  in- 
volving a definition  of  measurement.  Most  people  take  measure- 
ment for  granted,  finding  inches  and  pounds  all  too  familiar 
but  not  clear,  and  being  almost  overwhelmed  by  physical  measures 
of  force,  voltage,  etc. 

3.  It  is  even  more  difficult  to  see  money  as  a measuring  stick  and 
to  realize  how  difficult  it  is  to  apply. 

4.  Finally,  in  applying  the  correction  for  price  changes,  one  is 
required  to  think  of  buying  an  earl ier  output  with  money  of 
current  comparative  value. 

B.  The  concept  as  part  of  the  unfolding  structure 

1.  Scarcity:  In  the  analysis  of  scarcity,  we  have  a 1 ready  encoun- 

tered the  problem  of  measurement,  for  example,  in  the  discussion 
of  relative  prices  and  also  in  the  analysis  of  the  meaning  of 
efficiency. 

2.  Flows:  The  notion  of  the  measurement  of  the  size  of  the  flow 

is  a logical  extension  of  the  idea  of  flows  and  follows  from  the 
definition  of  the  Gross  National  Product,  namely,  the  annual 
output  of  goods  and  services  va 1 ued  i n dol 1 ars . 

3.  Coordination:  Much  of  the  judgment  concerning  the  performance 

of  a system  will  rest  upon  the  measure  of  real  output  from  one 
time  to  another. 

4.  Marginal  analysis:  In  comparing  the  rate  of  growth  of  an  econ- 

omy, the  rate  should  be  applied  to  the  increases  in  the  Constant 
or  Real  Gross  National  Product. 

5.  Institutional  factors:  Money  is,  of  course,  an  economic  insti- 

tution. To  examine  the  problems  of  using  it  as  a measure  of 
output  is  to  explore  one  important  task  which  this  institution 
is  called  upon  to  perform. 
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XI.  Comments  on  the  Learning  Process 

A.  Vocabulary:  Since  the  value  of  money  is  an  average,  this  term  will 

need  to  be  defined;  also  the  fact  that  economists  use  the  term 
"price  level"  to  refer  to  the  notion  of  the  average  of  prices.  Other 
terms,  mai nly  mathematical , are  "inverse  relationship"  (see  B below), 
"given  year,"  "base  year."  None  of  these  are  new  or  difficult,  but 
will  need  to  be  reviewed 

B.  Mathematical  concepts  and  skills 

1.  First  there  is  the  notion  of  a measuring  stick  or  unit  of 
measure.  There  are  examples  to  illustrate  how  a unit  of  measure 
may  itself  vary,  for  example,  a pound  at  the  north  pole. 

2.  The  notion  of  inverse  relationship  is  difficult  for  most  stu- 
dents. It  should  not  offer  difficulty  when  prices  and  the  value 
of  money  are  being  discussed  because,  at  least  verbally,  most 
people  "know"  this  relationship. 

3.  Experience  has  shown  many  economic  teachers  that  students  will 
know  that  when  prices  have  doubled,  the  value  of  money  is  one 
half.  However,  they  will  not  be  able  to  express  this  relation- 
ship in  mathematical  symbols  or  recognize  what  inversion  means. 

4.  Also  many  cannot  move  to  the  "next  step"  and  be.sure  what  is 

the  value  of  money  if  prices  increase  50%.  It  is  even  less  likely 
that  everyone  can  handle  the  mathematics  if  prices  increase  10%. 

5.  The  application  of  this  idea  to  the  correction  of  the  GNP  will 
offer  more  difficulties,  perhaps,  since  it  involves  the  follow- 
ing ratio: 

GNP  (1942  dol lars)  _ Prices  then 
GNP  (in  1904  dollars)  Prices  now 

That  is,  the  Current  GNP  bears  the  same  relation  to  what  it 
would  be  in  Constant  Dollars  as  the  prices  then  bear  to  the 
prices  now.  Example: 

GNP  (1942  dollars)  = 47.4 
GNP  (in  1904  dollars)  100 

C.  Ability  to  generalize 

1.  If  one  begins  with  simple  illustrations  of  price  changes,  the 
problem  will  be  reasonable  clear. 

2.  The  ability  to  generalize,  in  this  case,  depends  on  the  help 
which  more  precise  mathematics  can  give. 
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D.  Background 

1.  While  consumer  prices  have  not  been  rising  lately,  many  people 
talk  about  "inflation,"  so  students  will  have  known  about  such 
a problem,  even  if  the  facts  may  not  support  the  notion  at 
present. 

2.  Historic  accounts  are  filled  with  references  to  the  rise  and 
fal 1 of  prices. 

III.  Learning  Situations 

A.  From  Teacher  to  Teacher 

Unit  7 served  as  an  introduction  to  the  dynamic  conception  of  eco- 
nomic activity.  It  provided  a working  definition  of  the  concept  of 
flows,  a definition  that  is  expanded  throughout  the  remainder  of  the 
course.  It  introduced  an  important  economic  indicator,  the  Gross 
National  Product,  that  is  useful  in  analyzing  the  flows  of  economic 
activity  within  a nation.  This  valuable  analytical  tool,  however, 
must  be  used  with  skill  and  caution  if  it  is  to  provide  an  adequate 
description  and  guide  for  policy. 

This  unit  explores  the  initial  safequards  that  one  should  be  aware 
of  before  attempting  to  make  use  of  the  concept  of  Gross  National 
Product.  More  sophistication  about  this  important  concept  will 
follow  in  the  next  unit. 

The  first  learning  situation  attempts  to  create  a setting  that  will 
be  familiar  to  students.  If  GNP  figures  are  going  to  serve  as  a 
basis  for  describing  economic  activity  and  later  as  a basis  for  for- 
mulating policy,  the  inverse  relationship  between  price  changes  and 
the  changing  value  of  the  dollar  must  be  firmly  established. 

The  second  and  third  learning  situations  deal  with  the  mathematical 
problems  involved  in  finding  a way  of  standardizing  the  fluctuating 
value  of  the  dollar.  In  both  situations,  we  have  presented  the  prob 
lem  within  the  context  of  the  U.S.  economy.  Furthermore,  we  have 
simplified  the  illustration  of  the  price  index  and  the  conversion, 
of  GNP  into  Constant  Dollars  by  creating  hypothetical  situations  in 
which  we  can  limit  the  number  of  items  and  choose  combinations  that 
allow  the  clear  presentation  of  the  mathematical  relationships  with- 
out burdening  the  student  with  cumbersome  calculations.  More  ad- 
vanced students  may  want  to  look  at  Francis  Doody's,  Introduction 
to  the  Use  of  Economic  Indicators  or  the  historical  and  descriptive 
background  information  contained  in  the  Economic  Indicators, 
published  by  the  Joint  Committee  on  the  Economic  Report,  for  an  ex- 
planation of  price  correction. 

The  last  section  of  the  third  situation  deals  with  the  conversion 
of  actual  GNP  figures  for  the  United  States  into  Constant  Dollars. 
The  discussion  that  follows  these  computations  is  intended  to  serve 
as  a linkage  with  the  next  unit  on  economic  growth. 
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B.  Sequenced  Learning  Situations 

1.  First  Situation:  Changing  Prices  and  the  Value  of  Money 

(Student  Materials,  page  597) 

a.  The  previous  unit  introduced  the  concept  of  flows.  One  of 
the  main  reasons  for  investigating  the  flow  of  goods  and 
services  and  the  flow  of  money  is  to  make  compari sons  be- 
tween the  state  of  the  economy  in  one  period  of  time  with 
the  state  of  the  economy  at  some  other  period  of  time.  Know- 
ing the  Gross  National  Product  for  both  of  the  periods  being 
compared  is  essential  because  this  allows  us  to  see  the  rel- 
ative size  of  the  flows.  However,  comparing  the  GNP  for  one 
year  with  the  GNP  for  another  year  presents  some  problems. 
This  unit  deals  with  one  of  the  problems  involved  in  making 

these  comparisons. 

b.  Gross  National  Product  is  measured  in  dollars  and  the  value 
of  the  dollar  changes  from  one  year  to  the  next..  The  follow 
ing  story  highlights  the  relationship  between  price  changes 
and  the  value  of  money: 


The  Good  Old  Days 


The  music  from  Mark's  bedroom  boomed  into  Mr.  Crandall  s ears  as  he  ene 
his  home.  "Is  that  boy  deaf?"  he  shouted  to  Mrs.  Crandall.  It  s another 

new  record  that  Mark  picked  up  this  afternoon,"  she  replied.  Another 
record— that  boy  goes  through  monsy  like  water.  Must  he  spend  every  cent 
he  earns?  He's  earning  three  times  as  much  as  I was  at^his  age,  but  all  he 
does  is  spend,  spend,  spend— never  a thought  to  saving. 


As  Mrs.  Crandall  set  the  supper  table  she  said  sympathetically.  Now,  John 
he  doesn't  spend  any  more  than  the  other  boys  and  that  s the  first  record 

he's  bought  in  a long  time." 


"Just  the  same,  I think  we  ought  to  talk  about  this  business  after  supper 
and  maybe  we  should  include  Janie  in  the  discussion,  too. 

After  supper  Mr.  Crandall  asked  Mark  and  his  sister  to  draw  up  a list  of  all 
the  things  they  had  bought  during  the  last  week.  While  they  were  doing  this 
Mr.  Crandall  went  to  the  attic  and  dug  out  the  old  budget  book  his  father 

had  made  him  keep  in  1928. 


As  he  came  back  into  the  living  room,  he  felt  quite  confident  that  this 
book  would  convince  Mark  and  Janie  that  they  were  spending  entirely  too 
much.  "Look  here,"  he  said  as  he  opened  the  book  on  the  table,  this  is 
my  expense  account  for  the  week  of  November  20,  1928.  Mark  turned  to  his 
sister  and  whispered,  "Looks  as  if  we're  in  for  the  'good  old  days  bit 

again." 


Mr.  Crandall  felt  sure  he  would  clinch  his  argument  by  pointing  to  the  fact 
that  he  was  able  to  save  $.50  a week  out  of  his  weekly  earnings  of  $5. 
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Mark  handed  his  list  to  his  father.  He  earned  $15  a week  working  part-time 
in  a supermarket,  which  was  three  times  as  much  as  his  father  had  made,  but 
he  was  saving  only  about  $1  a week. 

Mr.  Crandall  asked,  "Can  you  give  me  one  good  reason  why  you  shouldn't  be 
saving  $5  a week?" 

"Weil,  they  take  $3  off  for  income  tax;  so  I really  only  have  $12  a week," 
answered  Mark.  He  knew  that  $12  was  still  a lot  more  money  than  the  $5  his 
father  received,  but  somehow  he  just  couldn't  imagine  saving  $5  of  those  $12 
each  week.  After  all,  he  thought,  I'm  not  a little  kid  anymore.  I'm  a 
senior  in  high  school  and  $7  a week — impossible!  He  sensed  that  there  was 
something  unfair  about  his  father's  comparison  but  couldn't  quite  put  his 
finger  on  the  difficulty. 


At  this  point  in  the  discussion,  Mrs.  Crandall  injected  another  idea.  She 
had  been  reading  her  husband's  1928  budgets  and  had  been  thinking  back  to 
her  own  high  school  days.  "Look  at  this  page,  John."  She  spread  the  book 
out  on  the  coffee  table: 


Week  of  November  20,  1928 


Earnings:  $5 


Expenses : 

4 ice  cream  sodas 

$ .60 

5 gallons  of  gasoline 

.75 

1 long-sleeve  dress  shirt 

2.00 

1 haircut 

.50 

2 movie  tickets 

_v50 

$4.35 

Saving 

Total 

$5.00 

Mark's  expression  brightened  as  he  realized  what  his  mother  was  driving  at. 
He  grabbed  a tablet  and  quickly  jotted  down  some  figures.  "Take  a look  at 
this,"  he  said.  "This  is  what  I would  have  to  spend  just  to  get  the  things 
on  your  list." 


4 ice  cream  sodas 

$ 1.00 

5 gallons  of  gasoline 

1.60 

1 dress  shirt 

4.75 

1 haircut 

2.00 

2 movie  tickets 

1.80 

$11.15 

Plus  the  income  tax 

1 have  to  pay 

3.00 

Total 

$14.15 
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Mr.  Crandall  studied  Mark's  figures  carefully.  Of  course  he  was  aware  of 
the  fact  that  prices  had  changed  since  1928,  but  he  had  never  realized  how 
much  they  had  changed.  He  stood  up,  tucked  his  budget  book  under  his  arm 
and  turned  to  his  fourteen-year-old  daughter,  "Janie,  I guess  we  11  have  to 
raise  your  allowance." 


c. 


Suggested  questions  for  focusing  discussion; 


In  this  learning  situation  we  have  described  an  idea  which 
the  students  may  have  vaguely  sensed  before;  namely,  that 
as  prices  increase  the  value  of  money  decreases  and  vice 
versa.  In  other  words,  prices  and  the  value  of  money  move 
in  opposite  directions.  In  the  story,  Mr.  Crandall  failed 
to  realize  the  importance  of  this  inverse  relationship,  be- 
tween changing  prices  and  the  changing  value  of  the  dollar. 
Rather  than  having  the  teacher  make  an  expository  statement 
of  this  inverse  relationship,  the  following  questions  sug- 
gest possible  general  points  in  a discussion  aimed  at  afford- 
ing students  the  opportunity  of  discovering  the  relationship 
for  themselves; 


(1)  If  prices  had  not  changed  between  1928  and  1965 » what 
would  be  your  conclusions  about  the  value  of  money 
during  this  period? 

(2)  If  the  prices  of  things  that  you  generally  buy  are  in- 
creasing, what  is  happening  to  the  value  of  the  dollar? 

(3)  If  you  are  told  that  in  a certain  country  the  value  of 
money  increased  over  a five-year  period,  what  would  you 
expect  has  happened  to  the  general  level  of  prices  in 
that  country? 

(4)  Can  you  write  a statement  describing  the  relationship 
between  prices  and  the  value  of  money?  Condense  this 
statement  into  the  fewest  possible  number  of  words 
that  will  adequately  describe  the  relationship. 


2.  Second  Situation:  Establishing  a Price  Index  (Student  Materials, 

page  598) 

a.  The  story,  "The  Good  Old  Days",  in  the  first  learning  situa- 
tion illustrated  the  inverse  relationship  between  prices 
and  the  value  of  money.  We  know  from  Unit  7 that  the  Gross 
National  Product  is  expressed  in  money  terms.  We  say  that 
the  GNP  for  1964  was  622  billion  dollars  and  the  GNP  for 
1942  was  159  billion  dollars.  Have  prices  changed  from  1942 
to  1964?  Yes.  Then  we  can  assume  that  the  value  of  the 
dollar  has  also  changed.  But,  how  much  has  the  value  of  the 
dollar  changed?  This  learning  situation  and  the  next  one 
*ill  illustrate  the  process  used  by  economists  to  determine 
how  much  the  value  of  money  may  have  changed  oyer  a given 
period  of  time.  We  know  that  an  inverse  relationship  exists 
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between  prices  and  the  value  of  money.  If  we  can  create 
some  device  (a  price  index)  for  determining  how  much  prices 
IZe  changed  over  a period  of  time,  then  we  can  indirectly 
discover  what  changes  have  occurred  in  the  value  of  money 
over  the  same  period  of  time. 

b.  !n  the  first  situation  we  used  only  five  items  (ice  cream 
sodas,  gasoline,  a shirt,  a haircut,  and  movie  tickets)  to 
i (lust rate  changing  prices.  If  we  wished  to  be  more  accu- 
rate. we  would  have  to  use  hundreds  of  items  before  we 
could  feel  confident  that  we  were  giving  a correct  picture 
of  price  changes.  The  prices  of  the  five  items  in  the  sto  y 
all  increased,  but  perhaps  if  we  had  chosen  five  other  i , 

we  might  have  found  that  the  prices  for  those  items  all  de- 
creased. Another  question  we  could  ask  is,  are  the  prices 
for  all  the  items  increasing  or  decreasing  at  the  same  rate. 

Our  investigation  of  economics  has  brought  us  to  a point 
where  we  recognize  the  importance  of  comparing 
a nation  over  a period  of  time;  but  before  we  can  make  any 
comparisons,  we  will  have  to  solve  this  problem  created  by 
changing  prices.  The  following  sequence  of  questions  are 
suggested  for  initiating  a discussion  at  the  beginning  of 

1 nn  C I tllAt  I nn  ! 


(1)  When  we  say  that  the  GNP  for  the  United  States  was 
$622  billion  in  1964,  what  does  this  figure  mean. 

(2)  What  is  the  purpose  of  comparing  the  GNP  for  the  United 
States  in  say  19^2  with  the  GNP  in  19 64? 


(3) 


If  we  know  that  the  GNP  in  1942  was  $159  billion  and 
the  GNP  in  1964  was  $622  billion,  can  we  conclude  that 
our  economy  is  producing  over  four  times  as  much  now 
as  it  was  producing  in  1942? 


(k)  If  the  value  of  the  dollar  has  changed  from  1942  to 
1964,  how  can  we  determine  how  much  the  value  of  the 
dollar  has  changed? 


(5) 


If  price  changes  indicate  to  us  the  changing  value  of 
the  dollar,  then  how  will  we  determine  the  extent  to 
which  prices  have  changed?  Which  items  from  all  the 
things  we  buy  will  we  include  in  our  comparison  list? 
Do  you  expect  the  prices  of  these  items  on  our  list 
to  all  show  an  increase  or  a decrease?  Do  all  the 
prices  increase  or  decrease  at  the  same  rate. 


, could  we  mathematically  overcome  this  problem  of 
ie  items  increasing  in  price  while  other  items  e- 
jase  in  price  and  at  the  same  time  overcome  the  prob- 
n of  their  increasing  and  decreasing  at  different 
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c.  If  we  try  to  compute  an  average  of  prices  with  a long  list 
of  items,  and  if  we  use  real  prices  for  actual  years,  we 
will  become  involved  in  some  very  cumbersome  mathematical 
calculations.  The  following  table  includes  only  five  items 
and  the  prices  are  "rigged"  so  that  the  mathematical  rela- 
tionships will  be  clear. 

Except  for  the  small  number  of  items,  the  important  mathe- 
matical problems  focused  upon  in  the  discussion  of  the  above 
questions  are  included  in  Table  1.  If  the  students  inspect 
the  price  changes  in  each  item,  hopefully  they  will  discover 
examples  of  the  mathematical  nature  of  the  problem. 

Table  1:  Fictional  Prices  for  Three  Given  Years 


..  I Prices 

„ i ca  i i 

1 tern 

1940 

1950 

I960 

A tube  of  toothpaste 

$ .50 

$ .40 

$ .70 

One  pound  of  steak 

.30 

.60 

1.50 

One  pound  of  potatoes 

.20 

.15 

.10 

One  baseball  bat 

1.40 

3.35 

4.70 

One  car  wash 

.60 

1 .50 

2.00 

Total 

$3.00 

$6.00 

$9.00 

You  will  note  that  the  mathematical  problem  of  comparing 
prices  when  some  items  show  an  increase  (e.g.  bat,  car  wash, 
and  steak)  and  some  items  show  a decrease  (e.g.  potatoes) 
is  included  in  the  table.  Also,  the  rates  of  increase  and 
decrease  of  changing  prices  show  a variation  (e.g.  potatoes 
decrease  in  price  at  a uniform  rate  while  the  rate  of  in- 
crease in  the  price  of  steak  is  non-uniform  and  toothpaste 
shows  a fluctuation). 

d.  By  this  point,  hopefully  the  students  see  why  an  average  of 
prices  is  necessary  to  compare  the  prices  of  one  period  and 
the  prices  of  another.  The  next  step  is  to  make  use  of  the 
average  of  prices  so  that  the  changes  in  the  value  of  the 
dollar  will  be  taken  into  account.  The  following  is  a sug- 
gested presentation  of  this  idea: 

The  problem  of  comparing  the  prices  of  say  1928  with  the 
prices  of  1964  is  complicated  by  the  fact  that  the  value  of 
the  dollar  has  changed  over  the  years.  If  one  were  given 
a sack  of  mixed  coins  from  many  countries  and  were  asked  to 
add  them  together  to  get  one  total,  one  would  have  to  convert 
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all  the  coins  into  a common  denominator.  What  we  are  say- 
ing here  is  that  before  two  prices  which  reflect  different 
values  of  the  dollar  can  be  compared,  they  must  be  reduced 
to  a common  value. 

Before  prices  may  be  compared,  one  must  decide  on  a value 
for  the  dollar  which  will  then  be  used  as  a standard  or 
base  on  which  to  make  comparisons.  When  the  prices  in  cer- 
tain years  are  being  compared,  one  given  year  is  designated 
as  the  base  year,  and  the  average  price  in  that  year  is  rep- 
resented by  the  number  100.  Actually,  any  number  could  be 
used,  but  100  enables  comparisons  to  be  made  as  percentages-- 
i.e.  average  prices  in  other  years  can  be  expressed  as  a 
percentage  greater  or  less  than  the  base  year  price. 

To  summarize,  when  the  average  price  levels  for  two  or  more 
years  are  to  be  compared: 

(1)  The  average  price  level  of  one  year  must  be  chosen  as 
a base. 

(2)  The  average  price  level  in  the  base  year  is  represented 
by  the  number  100.  This  number  becomes  the  common  de- 
nominator or  base  number. 

(3)  The  average  price  levels  of  other  years  can  then  be 
expressed  as  index  numbers  greater  than,  equal  to,  or 
less  than  100. 

We  will  now  apply  the  idea  of  an  index  to  the  prices  listed 
in  Table  1.  Since  Table  1 contains  five  items,  an  arithmetic 
average  of  prices  in  each  of  the  three  given  years  is  obtained 
by  simply  dividing  the  total  of  prices  for  each  year  by  five. 

If  we  arbitrarily  select  19^0  as  the  base  year,  the  average 
of  prices  in  that  year  ($.60)  is  represented  by  the  price 
index  100.  (The  figures  given  for  the  years  19^0,  1950,  and 
i960  are  fictional  and  bear  no  relationship  to  actual  prices.) 
What  is  the  price  index  for  1950  (in  which  the  average  of 
prices  was  $1.20)?  The  price  index  for  1950  will  bear  the 
same  relationship  to  the  price  index  for  the  base  year  (100) 
as  the  average  of  prices  for  Year  2 bears  to  the  average  of 
prices  for  the  base  year.  This  can  be  expressed  in  the 
following  equation: 

Price  index  for  1950 _ Average  of  prices  for  1950 

Pr’ice  index  for  base  year  Average  of  prices  for  base  year 

This  can  be  read:  The  price  index  for  1950  is  to  the  price 

index  for  the  base  year  as  the  average  of  prices  for  1950 
is  to  the  average  of  prices  for  the  base  year.  Using  Table 
1 and  our  knowledge  that  the  base  year  is  given  an  index 
number  of  100,  we  can  fill  in  all  but  one  term  in  the 
equation: 


PI 2 = 1 .20 
100  .60 
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with  "PI211  standing  for  the  price  index  for  1950.  Some 
students  may  know  how  to  solve  this  equation: 

,60PI2  = (100)  (1 .20) 

PI2  = (100)  (1.20) 

.60 


PI 2 = 200 

The  price  index  for  1950,  then,  is  200.  Once  the  students 
understand  the  proportional  relationships  expressed  in  the 
definitional  formula  above,  it  is  easier  for  them  to  com- 
pute the  price  index  using  another  formula.  Note  above 

that: 


PI 9 = (100)  (1,20) 

.60 

The  students  can  substitute  in  this  formula  in  the  following 
manner: 

PI2  ■ (Price  index  for  base  year)  (Average  of  prices  for  19501 

(Average  of  prices  for  base  year) 

So,  substituting  the  term  "price  level"  for  "average  of 
prices,"  a general  computational  formula  can  be  written  as: 

Price  index  = Price  index  for  base  year  (100)  x Price  level in  a g iven  year _ 

Price  level  in  the  base  year 

The  same  procedure  as  used  in  computing  the  price  index  for 
1950  can  be  used  in  computing  the  price  index  for  I960. 
Table  2 summarizes  this  information: 

Table  2:  A Simplified  Example  of  a Price  Index 


— Year 

19-40 

1950 

I960 

Total  of  prices  for  each  year 

$3.00 

$6.00 

$9.00 

Average  of  prices  for  each  year 
(Total  * 5) 

$ .60 

$1.20 

$1.80 

Price  index 

(1940  as  the  base  year  = 100) 

100 

200 

300 

o 


253 


Students  may  be  asked  to  compute  the  price  index  for  19^0 
and  i960  in  Table  3 below: 


Table  3 : 


— _ Year 

19^0 

1950 

I960 

Total  of  prices  for  each  year 

$3.00 

$6.00 

$9.00 

Average  of  prices  for  each  year 
(Total  * 5) 

$ .60 

$1.20 

$1 .80 

Price  index 

(1950  as  the  base  year  = 100) 

50 

100 

200 

After  the  students  have  computed  the  price  indexes,  a brief 
discussion  of  the  meaning  of  these  numbers  should  be  help- 
ful. What  kind  of  statements  can  the  students  make  about 
the  comparative  average  of  prices  in  the  three  years? 

We  have  chosen  prices  for  the  items  in  Table  1 whose  totals 
bear  an  obvious  relationship  to  each  other  (i.e.  $6.00  is 
twice  as  great  as  $3.00  and  $9-00  is  exactly  three  times  as 
great  as  $3.00).  In  reality,  usually  neither  the  total  nor 
the  average  of  prices  for  several  years  bear  such  obvious 
relationships. 

In  the  student  materials,  forms  are  provided  for  computing 
the  price  indexes  using  1950  as  the  base  year.  Using  1950 
as  the  base  year  will  introduce  students  to  the  idea  that 
some  index  numbers  may  be  less  than  100. 

3.  Third  Situation:  Comparing  GNPs  in  terms  of  Constant  Dollars 

(Student  Materials,  page  600) 

a.  The  first  situation  in  this  unit  illustrated  the  inverse 
relationship  between  changing  prices  and  the  changing  value 
of  the  dollar.  Next,  the  use  of  a price  index  system  al- 
lowed us  to  standardize  the  value  of  the  dollar  over  a 
period  of  time.  Now  we  are  ready  to  translate  the  Gross 
National  Products  for  several  given  years  into  standardized 
dollars,  that  is,  dollars  that  have  a constant  value.  Only 
after  we  have  translated  the  GNPs  for  several  given  years 
into  dollars  that  have  a constant  value,  can  we  compare 
these  important  GNP  figures  to  determine  the  increase  in 
real  GNP  for  the  nation. 

b.  The  following  questions  are  suggested  for  focusing  the  dis- 
cussion at  the  beginning  of  this  learning  situation: 
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In  1942  the  GNP  of  the  United  States  was  $159  billion 
and  in  1964  the  GNP  was  $622  billion.  The  1942  figure 
is  given  in  terms  of  what  the  dollar  would  buy  in  19*+Z. 
Likewise,  the  1964  figure  is  in  terms  of  what  the  dol- 
lar would  buy  in  1964.  Why  would  it  be  incorrect  to 
assume  from  just  these  figures  that  the  GNP  of  the 
United  States  increased  almost  four  times  from  19^2 
to  1964? 


(2)  In  the  second  learning  situation  we  found  that  the 
value  of  the  dollar  must  be  standardized  before  any 
meaningful  comparison  of  GNPs  can  be  made.  Consequent- 
ly there  are  two  ways  in  which  the  GNP  for  a certain 
year  can  be  expressed:  (1)  in  Current  Dollais  and  ( ) 

in  Constant  Dollars. 


Current  GNP  refers  to  the  GNP  for  a certain  year  in 
terms  of  the  value  of  the  dollar  in  that  year.  Con- 
stant GNP  refers  to  the  GNP  for  a certain  year  in  terms 
of  the  value  of  the  dollar  in  some  chosen  base  year. 


Table  4: 


c In  Tables  2 and  3,  at  the  close  of  the  second  learning  situ- 
ation, we  arrived  at  index  numbers  for  the  prices  in  the 
three  years  included  in  our  illustration.  Suppose  we  are 
qiven  the  GNPs  for  these  three  years  in  Current  Dollars, 
how  would  we  go  about  changing  the  GNPs  to  Constant  Dollars. 
Table  4 sets  out  the  information  needed  to  compute  the  GNPs 
in  terms  of  Constant  Dollars  with  1940  as  the  base  year. 

(The  last  column  U.  blank  in  the  Student,  Materials. ) 

Changing  GNP  in  Current  Dollars  to  GNP  in  Constant  1940  Dollars 


Year 

Price 

Index 

Current 

GNP* 

Constant 

GNP 

1940 

100 

$ 500 

$500 

1950 

200 

1,000 

500 

I960 

300 

2,100 

700 

Note  again  that  the  value  of  the  dollar  i s. i nversel y relat- 
ed to  price  level.  Therefore,  when  the  price  index  for  a 
qiven  year  is  200,  as  in  1950,  we  say  that  the  value  of  the 
do, liar  is  one-half  that  of  the  base  year.  It  is  this  pro- 
portion: 


*Fi gureS'  are  fictional. 
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Price  Index  for  the  base  year  m JQO  m JL 
Price  Index  for  the  given  year  200  2 

that  we  will  use  in  computing  the  Constant  GNP  for  1950. 

By  multiplying  the  Current  GNP  for  1950  by  1/2,  we  "convert" 
the  1950  dollars  into  their  value  in  1940  prices.  We  have, 
then: 

Constant  GNP  (1950)  * Price  index  (1940)  x Current  GNP  (1950) 

Price  index  (1950) 

Substituting  numbers  from  Table  4,  we  have: 

Constant  GNP  (1950)  = J00  x 1,000  = $500 

200 

The  Constant  GNP  for  i960  can  be  computed  in  the  same 
manner. 

The  students  at  this  point  should  be  able  to  state  a general 
formula  in  the  following  terms: 

(Constant  GNP  for  = Price  index  for  base  year  x Current  GNP  for  a given  yea_r 
a given  year)  Price  index  for  given  year 

As  the  price  index  for  the  base  year  is  always  100,  the 
formula  can  be  written: 

Constant  GNP  = 100  x Current  GNP 

Price  index  for  given  year 

Since  the  beginning  of  the  second  learning  situation,  we 
have  been  discussing  the  problems  involved  in  comparing  the 
Gross  National  Products  of  two  given  years.  To  be  specific, 
the  question  was  asked,  "How  can  we  compare  the  GNP  for  the 
United  States  in  1942  with  the  GNP  in  1964?"  The  GNP  for 
1942  ($159  billion)  is  given  in  terms  of  the  prices  current 
in  1964.  Using  1964  as  a base  year  for  prices,  the  Department 
of  Commerce  has  calculated  the  price  index  for  1942  at  47.4., 
With  this  information,  we  can  now  express  the  GNP  for  1942 
in  terms  of  Constant  (1964)  Dollars  using  the  formula  given 
above: 

Constant  GNP  = 100  x Current  GNP 

Price  Index 

Constant  GNP  (1942)  = 100  x $159  Bi 1 1 ion 

47.4 

Constant  GNP  (1942)  - $314  Billion 
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When  we  looked  at  the  GNPs  for  the  two  years  expressed  in 
Current  Dollars,  it  appeared  that  the  GNP  for  1964  was  al- 
most four  times  as  large  as  the  GNP  for  1942.  But  when  we 
compare  the  GNPs  for  the  two  years  expressed  in  Constant 
Dollars,  we  see  that  the  GNP  for  1964  is  actually  only 
twice  as  large  as  the  GNP  for  1942. 

d.  The  students  should  have  an  opportunity  to  correct  actual 
U.  S,  GNP  figures  for  several  selected  years.  In  Table  4, 
the  base  year  is  1954.  The  choice  of  1954  as  a base  year 
allows  us  to  illustrate  index  numbers  greater  than  and  less 
than  100.  Jki  the  Student  Materials . column  four  i s blank. 
Before  the  students  calculate  the  actual  GNP  figures  in 
Constant  (1954  s 100)  Dollars,  a brief  discussion  of  what 
changes  they  may  expect  to  find  based  on  the  index  numbers 
alone  may  give  the  teacher  an  indication  of  how  well  they 
understand  the  mathematical  relationships  involved  in  the 
computations. 

Table  5:  Translating  GNP  from  Current  to  Constant  Dollars* 


Year 

Price  Index 
Number 

Current 

GNP 

Con§N?nt 

1954  = 100 

1929 

57.4 

$104.4  Billion 

$181.8  Billion 

1933 

44.2 

56.0  " 

126.6  " 

1941 

52.9 

125.8  " 

237.8  " 

1945 

68.0 

213.6  " 

314.1  " 

195^ 

100.0 

363.1  " 

363.1  " 

1961 

116.2 

521.3  " 

448.6  " 

1964 

119.8 



622.6  " 

519.7  " 

Source:  Department  of  Commerce,  "Survey  of  Current  Business,"  February, 

1962  and  U.  S.  Congress,  Joint  Economic  Committee,  "Supplement  to  Economic 
Indicators,"  Washington,  D.  C.,  1964. 

After  the  students  have  computed  the  GNPs  in  terms  of 
Cqnstant  (1954  = 100)  Dollars,  the  following  questions  are 
suggested  as  a focus  for  discussion  of  Table  5 and  as  a 
linkage  to  the  next  unit: 


*Unlike  the  figures  in  previous  examples  these  figures  are  the  actual 
GNPs  for  the  years  given. 
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(1)  In  1933  the  United  States  was  In  the  depths  of  a de- 
pression and  the  value  of  the  dollar  was  greatly  re- 
duced. If  1933  were  chosen  as  the  base  year,  what 
effect  would  this  have  on  the  GNP  in  Constant  Dollars? 
What  does  this  say  about  the  choice  of  a year  as  a 
base  year? 

(2)  What  incorrect  conclusions  could  be  drawn  from  a com- 
parison of  GNPs  expressed  in  terms  of  Current  Dollars? 

(3)  In  terms  of  Constant  Dollars,  what  trends  appear  to  be 
present  in  the  GNP  figures  for  the  United  States? 


\ 


THE  FLOW  OF  GOODS  AND  SERVICES  AND  THE  FLOW  OF  MONEY 
Unit  3:  Definition  of  Economic  Growth 

Part  I:  Sequenced  Outline 


I,  We  know  now  that  there  are  two  flows  which  are  equal  in  value.  We 
also  know  that  the  size  or  magnitude  of  the  flows  is  measured  in 
money.  To  compare  one  period  with  another,  it  is  necessary  to  cor- 
rect for  the  changes  in  prices  which  may  have  occurred.  When  the 
correction  has  been  made,  we  have  referred  to  the  result  as  the 
Constant  GNP.  The  Constant  GNP  usually  is  also  called  the  Real  GNP. 
In  this  unit,  we  will  analyze  Economic  Growth,  defined  as  changes 
in  the  Constant  or  Real  GNP  per  capita. 

II.  First  we  need  to  make  a few  more  comments  about  the  Constant  (Real) 


A.  When  the  Current  GNP  has  been  corrected  for  price  changes,  the 
adjustment  appl ies  only  to  prices.  But  other  changes  may  have 
taken  place,  for  example,  in  the  qua! ity  of  automobile  tires. 

The  Constant  (Real)  GNP  does  not  take  such  changes  into  account, 
but  it  is  ‘possible  to  consider  adjustments  for  changes  in  quality. 
Although  it  is  possible  to  make  such  adjustments,  we  will  not 
consider  this  type  of  modification.  We  will  assume  that  the 
product  has  not  changed,  but  the  prices  have.  We  correct  then 
only  for  the  change  in  prices. 

B.  But  we  must  ask  further,  "Even  if  the  Constant  (Real)  GNP  has 
increased,  is  this  the  same  thing  as  economic  growth?"  Econo- 
mists say,  "Nol"  There  may  have  been  changes  in  population. 

Hence,  economic  growth  is  defined  as  changes  in  the  Constant 
(Real)  GNP  per  capita  (per  person).  By  this  definition,  we  have 
taken  into  account  the  number  of  people  who  will  be  us inq  the 
Constant  (Real)  GNP. 

1.  The  Constant  (Real)  GNP,  in  1964  prices,  increased  from  1946 


2.  But  population  increased  markedly  during  those  years,  so  the 
Constant  (Real)  GNP  per  capita  increase  is  as  follows: 


GNP. 


to  1964  as  fol lows : 


0964)  $622.3  Bin  .ion  - 1 84. 1%  or  84.1%  higher. 
(1946)  $337.9  Bill  ion 


$622.3  Bill  ion  _ 9. , 

i qo  Mill  ~ 


192  Hill  ion  — 1 « 11)0.1%  or  higher. 


259 


ERIC 


260 


In  other  words:  The  Constant  (Real)  GNP  increased  by  84.1%,  but 

the  population  increased  36.1%.  The  increase  in  population 
reduced  the  percentage  increase  in  the  Constant  (Real)  GNP  per 
person. 

Data  on  rates  of  economic  growth  may  be  found  in  the  Stat ist ica^l 
Abstract  of  the  U.S.  (annual) . 


Ill  In  this  unit,  we  will  limit  ourselves  to  a study  of  sources  of  change 

in  the  Constant  (Real)  GNP.  We  will  not  examine  the  reasons  for  changes 

in  population. 


A.  Changes  in  the  Constant  (Real)  GNP  may  arise  from: 

1 . An  increase  in  product  ion  or  output  from  greater  inputs  of 
the  factors  of  production. 

2.  An  increase  in  product  ion  or  output  from  increased  product iv- 
i ty  (efficiency!  in  the  use  of  the  factors  of  production. 

3.  From  a combination  of  1 and  2. 

B.  In  Unit  5,  we  have  already  discussed  the  notions  of  production 
and  productivity.  We  needed  to  make  these  distinctions  then  in 
order  to  define  efficiency  (productivity).  Now  we  are  applying 
these  distinctions  to  see  how  they  help  in  analyzing  the  sources 
of  change  in  the  Constant  (Real)  GNP. 

C.  As  we  know  from  Unit  8,  production  or  output  may  be  measured  in 
either  Current  or  Constant  Dollars.  With  either  measure,  we  can 
find  out  the  change  in  production  or  output. 


Current  GNP  (1964)  = $622  Bill  ion  _ ] o 6 . 5%  (i.e. 
Current  GNP  (1963)  $548  Billion 


6.5%  higher). 


Constant  GNP  (1964)  _ $622  Bill  ion  _ iq4  c«v 
Constant  GNP  (1963)  $595  Billion 


(i.e. 


4.5%  higher). 


We  have  found  the  percentage  increase  in  production  or  output,  bu  . 
we  cannot  tell  from  the  results  why  or  how  the  increases  occurred. 


D.  Illustration  of  A-l,  above:  An  increase  in  production  or  output 

from  greater  inputs  of  the  factors  of  production. 


1.  During  World  War  II,  the  increase  in  the  Constant  (Real)  GNP 


was  due  mainly  to  greater 

GNP  (1964  prices) 

Am' t % 

1939  $227.3  Bill  ion  100 

1944  $401.7  Billion  177 


inputs. 

Mf'g 

Non-Agri.  Workers 

Hours 

% 

No. 

% 

37.7 

100 

30.6  Hill  ion 

100 

45.2 

120 

41 .9  Million 

137 

o 
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These  figures  show  that  the  Constant  (Real)  GNP  increased 
77%,  but  the  number  of  workers  increased  37%  and  a]±  the 
workers  worked  20%  longer.  Obviously,  the  World  War  II  In- 
crease in  output  came  mainly  from  greater  inputs.  The 
example  shows  only  the  greater  use  of  one  input,  labor,  but 
the  other  factors  were  also  used  in  greater  amounts. 

E.  Illustration  of  A-2,  above:  An  increase  in  production  or  output 

from  increased  productivity  (efficiency). 

1.  Using  our  illustration  of  Unit  5,  we  already  know  that  pro- 
ductivity is  measured  by  the  amount  of  output  obtained  from 
a given  amount  of  input. 

2.  Now,  an  increase  in  productivity  extends  the  notion  of  pro- 
ductivity (efficiency).  We  are  now  comparing  the  productiv- 
ity of  a certain  year  or  period  with  that  of  a previous  year 
or  period. 

a.  A familiar  way  of  making  the  comparisons  is  to  use  the. 
idea  of  output  per  man-hour.  The  notion  of  man-hours  is 
the  number  of  people  working  multiplied  by  the  number  of 
hours.  Thus,  two  persons  each  working  8 hours  would 
equal  1 6 man-hours. 

b.  Wa rning:  In  using  man-hours  as  the  measure  of  inputs, 

one  could  conclude  that  the  gain  is  due  entirely  to 
labor.  Obviously,  the  other  factors  will  also  have 
contributed  to  the  output. 

3.  Now,  we  may  use  our  knowledge  of  the  gains  in  Constant  (Real) 
GNP  and  the  notion  of  man-hours,  to  show  how  one  could  cal- 
culate the  increase  in  efficiency  as  the  increase  in  output 
per  man-hour. 

Output  = Constant  (Real)  GNP  (private  part  of  economy  only) 
Input  = man-hours 

For  both  of  these,  the  years  1957-59  equal  100%,  that  is, 
we  take  the  output  in  these  years,  averaged,  and  call  that 
figure  100%,  and  likewise  for  the  man-hours.  In  short,  we 
will  use  index  numbers  for  both  output  and  input. 

Then  we  can  measure  the  increase  in  productivity  for  1964 
over  the  1957-59  period  by  this  formula: 

Output  increase  _ 125.6  _ 120.5%  increase  in  output  per  man-hour 
Input  increase  104.2  (1.205  x 100) 

4.  The  Constant  (Real)  GNP  increased  by  25.6%  and  the  input  of 
man-hours  by  4.2%.  The  output  per  man-hour  increased  then 
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by  20.5%.  The  increase  in  output  was  greater  than  the  in- 
crease in  input,  so  we  conclude  that  the  greater  output  came 
from  increased  productivity  or  efficiency. 

5.  Of  course,  the  increase  in  labor  input  was  likely  joined  by 
an  increase  in  the  input  of  the  other  factors  of  production. 
Just  to  keep  the  example  simple,  we  will  assume  that  al 1 

of  the  inputs  were  increased  by  4.2%. 

6.  Data  on  output  per  man-hour  can  be  found  in  the  Statistical 
Abstract  of  the  U.S.  and  in  the  Economic  Report  of  the 
Pres ident . 

7.  Warning;  Possible  Confusion 

Contrast;  Economic  Growth  = Constant  (Real)  GNP  per  capita. 

Productivity  = Constant  (Real)  GNP  per  man-hour. 

Economic  Growth  tells  how  much  we  have  per  person;  gains  in 
productivity  tell  how  much  the  increase  in  output  was  due 
to  a more  efficient  use  of  resources  (inputs). 

IV.  Relation  to  other  disciplines  (illustrations) 

A.  Geography:  The  notion  of  economic  growth  can  be  useful  in 

geography  because  it  makes  clearer  why  one  area  may  yield  a 
higher  standard  of  living  than  another.  The  gain  in  one  area 
may  come  from  working  harder  (more  inputs)  and  in  another  from 
greater  efficiency  in  the  use  of  the  inputs. 

B.  Sociology:  While  we  have  not  dwelt  upon  changes  of  population 

in  this  unit,  obviously  many  sociological  factors  influence  the 
rate  of  population  growth. 

C.  Political  Science:  Often  the  goals  of  a society  are  economic  in 

nature,  but  politically  determined.  We  may  ask  then,  "How  much 
does  the  goal  of  economic  growth  depend  upon  the  public's  ability 
to  define  it?" 

D.  Psychology:  An  interesting  aspect  of  economic  growth  is  that  an 

economy  could  show  an  economic  growth  of  3%>  say,  but  it  is  easy 
to  get  used  to  3%  more  and  not  real ize  the  amount  of  growth  over 
a period  of  years. 

E.  History:  Both  in  the  history  of  developed  and  developing 

countries,  an  important  element  is  the  rate  of  economic  growth. 
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THE  FLOW  OF  GOODS  AND  SERVICES  AND  THE  FLOW  OF  MONEY 


Unit  9:  Definition  of  Economic  Growth 

Part  II:  Outline  of  Teaching  Suggestions 

I.  Comments  on  the  Content 


A.  Problems  in  teaching  the  concept 

1.  This  unit  extends  the  notion  of  the  use  of  the  Constant 
(Real)  GNP. 

2.  The  extension  consists  of  comparing  or  using  ratios.  Com- 
parisons always  present  problems,  for  it  is  necessary  to  be 
most  precise  about  what  is  being  compared.  Note  the  warning 
given  about  the  possible  confusion  between  economic  growth 
and  productivity.  (Part  I, III  E) . 

3.  Although  this  unit  is  devoted  to  economic  growth,  you  will 

note  that  the  concept  has  not  been  fully  treated.  Economic 
growth  is  defined,  but  we  decided  not  to  analyze  the  influ- 
ences on  the  changes  in  population.  We  focused  on  the  fac- 
tors accounting  for  changes  in  the  Constant  (Real)  GNP  for 
two  reasons:  (1)  The  analysis  of  changes  in  population  is 

mainly  sociological,  (2)  but  the  analysis  of  the  changes  in 
Constant  (Real)  GNP  is  economic. 

B.  The  concept  as  part  of  the  unfolding  structure 

1.  Scarcity:  The  notion  of  economic  growth  extends  the  impli- 

cations of  scarcity,  since  the  relation  of  Constant  (Real) 

GNP  to  population  is  a measure  of  the  amount  of  goods  and 
services  available  per  person. 

2.  Flows:  Changes  in  Constant  (Real)  GNP  and  a study  of  the  sources 

'•  of  change  are  parts  of  the  analysis  of  the  rate  and  causes  of 

change  in  the  flows. 

3.  Coordination:  Economic  growth,  one  of  the  goals  of  an  economy, 

will  influence  the  coordination  of  economic  activity  towards 
this  end. 


4. 


5. 


Marginal  analysis:  The  comparisons  involved  in  the  notion  of 

economic  growth  measure  one  period  of  time  against  another, 
and  the  gain  or  loss  represents  the  addition  (marginal)  to 
the  Constant  (Real)  GNP  which  may  have  taken  place  and  also  the 
addition  to  Constant  (Real)  GNP  per  person. 

Institutional  factors:  Increasing  the  Constant  (Real)  GNP  by 

a greater  input  of  the  factors  of  production,  as  in  World 


a* 
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War  II,  represents  a change  in  attitude  and  policy  about  the 
number  of  people  who  will  join  in  the  labor  force  and  the 
number  of  hours  they  will  work. 


II.  Comments  on  the  Learning  Process 


A. 


Vocabulary:  In  thfs  unit,  the  words  which  may  offer  difficulty 

are  chiefly  terms  expressing  simple,  basic  mathematical  relations, 
e.g.  rate,  per  capita,  ratios.  These  will  be  commented  upon  in 

B below. 


B.  Mathematical  concepts  and  skills 


1.  The  basic  mathematical  ideas  in  this  unit  have  been  encoun- 
tered in  previous  units,  e.g.  output  over  input,  etc. 

2.  In  the  mathematical  illustration  of  economic  growth  (Part  I, 
II  B 2) , we  are  using  a complex  fraction,  but  this  notion 
has  already  been  used  and  commented  on  in  Unit  5. 

3.  In  the  discussion  of  the  increase  in  efficiency,  we  repeated 
in  this  unit  what  had  been  covered  in  Unit  5,  namely  that 
at  two  different  periods  of  time  the  same  amount  of  inputs 
yield  different  outputs.  But  we  have  gone  on  to  show  how  to 
compute  the  percentage  increase  in  Constant  (Real)  GNP  when 
both  outputs  (numerator)  and  inputs  (denominator)  have  both 
increased,  but  at  different  rates.  Of  course,  one  can  think 
of  other  combinations,  such  as  decreases  in  output  and 
increases  in  inputs. 


4. 


Note  the  two  vjarnings,  for  each  illustrates  a different  dif- 
ficulty in  the  careful  definition  of  terms.  The  first  applies 
to  the  use  of  one  input  only  as  a denominator,  the  second  to 
the  problem  of  having  the  same  numerator  but  a different 
denominator. 


C.  Abil ity  to  general ize 


1.  In  this  unit,  the  ability  to  general ize  depends  primarily  on 
the  insight  the  student  has  into  comparisons. 

2.  In  defining  clearly  the  terms  of  the  comparison,  the  student 
is  led  to  see  that  quite  often  a generalization  is  a precise 
and  narrow  relationship  and  not  always  a broad  application 
of  an  idea. 


D.  Background 

1.  The  notion  of  economic  growth  can  be  translated  in  family 
experience  by  asking  what  is  Dad*s  real  income  and  how  many 

are  there  in  the  family. 
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2.  The  general  notion  of  getting  more  for  one's  effort  (output 
over  input)  often  clashes  with  another  cl iche,  namely,  y 
qet  out  of  something  what  you  put  into  it.  These  notions 
can  be  used  to  show  the  student  the  need  for  more  careful 

def in i t ions. 


III.  Learning  Situations 

A.  From  Teacher  to  Teacher 

In  Units  7 and  8,  the  discussion  of  flows  was  concentrated  on 
the  problems  involved  in  measuring  the  magnitude  of  the 
The  need  for  a device  that  would  measure  the  value  of  the  total 
output  of  a whole  society  led  to  the  creation  of  an  accounting 
framework  on  a national  scale.  In  the  United  States,  t is  . 
attempt  to  measure  the  value  of  the  total  output  for  a year  is 
designated  as  the  Gross  National  Product. 

This  unit  illustrates  one  extremely  important  use  that  a society 
can  make  of  GNP  figures  which  extend  over  a period  °f  severa 
years;  namely,  the  measurement  of  economic  growth.  These  illu 
trat ions  will  continue  to  use  the  version  of  GNP  developed  in 
the  United  States.  Even  though  the  conceptual  frameworks  may 
differ,  most  societies  are  interested  in  having  some  measure  of 
economic  growth.  The  specific  questions  raised  by  an  inv^*'9®- 
tion  of  growth  in  the  U.  S.  economy  are  grounded  in  more  general 
questions  that  have  relevance  for  all  societies. 

The  first  learning  situation  deals  with  the  problem  of  estab- 
lishing  a definition  of  economic  growth.  Over  a long  period  ot 
t'me  the  quality  of  goods  and  services  changes.  These  changes 
in  quaMty  are  very  difficult  to  assess. 

In  this  introductory  discussion  of  growth,  qualitative  changes 
will  not  be  emphasized.  More  time  will  be  spentjn  the  second 
situation  on  the  relationship  between  the  size  of  tne  popu  a 
of  a society  and  the  real  GNP.  sing  an  operational  definition 
of  economic  growth  (Real  GNP  per  capita)  provides  a measure  of  the 
amount  of  growth.  The  computation  of  growth  in  these  terms 
discussed  in  the  second  learning  situation. 

The  third  learning  situation  presents  a setting  for  a discussion 
of  the  ways  in  which  economic  growth  may  occur  through  increased 

inputs  or  through  productivity  gains.  Unit  5 1 n^odu^dt^econ- 
terms;  this  situation  develops  them  by  applying  them  to  the  con 

cept  of  economic  growth. 

Units  10,  11,  12,  and  13  will  explore  the  means  and  the  processes 
involved  in  expanding  productivity.  Although  economic  growth  is 
a fundamental  goal  of  our  society,  we  will  see  in  later  units 
that  other  goals  such  as  stability,  equity,  full  employment  *nd 
other  cultural,  social,  and  political  goals  have  a bearing  on 
the  choice  of  an  optimum  rate  of  growth. 


o 
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Sequenced  Learning  Situations 

1.  First  Situation:  The  Problem  of  Measuring  Economic  Growth 

(Student  Materials,  page  603) 

a.  The  past  unit  suggested  that  one  of  the  reasons  for  cal- 
culating Constant  GNP  figures  was  to  enable  us  to  make 
meaningful  comparisons  between  the  size  of  the  GNP  in  one 
period  with  the  size  of  GNP  in  another  period.  Has  the 
size  of  the  GNP  changed?  At  what  rate  has  the  size  of 
the  GNP  changed?  These  questions  lead  us  to  a considera- 
tion of  the  concept  of  economic  growth. 

b.  The  first  situation  creates  a setting  for  a very  brief 
discussion  (15-20  minutes  should  be  sufficient)  that 
illustrates  the  difficulties  involved  in  arriving  at  a 
definition  of  economic  growth.  Rather  than  start  the 
lesson  with  an  expository  definition,  it  is  suggested 
that  the  following  approach  be  used  to  involve  the  student 
in  the  problems  of  defining  economic  growth: 

This  situation  may  be  introduced  by  asking  students  to 
suggest  different  ways  in  which  a person1 s growth  may  be 
measured: 


Height  in  inches 
Weight  in  pounds 

A city  may  also  have  its  growth  measured  by  considering 

Area 

Populat ion 
Number  of  bath  tubs 
Number  of  schools 

All  these  are  different  aspects  of  growth  but: 

Does  growth  measured  in  area  tell  us  anything 
about  the  growth  in  population? 

Does  growth  measured  in  schools  tell  us  anything 
about  the  area  growth? 

No  one  measure  of  growth  reflects  all  other  important 
aspects  of  growth.  How,  for  instance,  does  one  compare 
the  beauty  of  a city  park  in  one  year  with  its  beauty 
in  another? 

The  difficulties  involved  in  measuring  the  overall  growth 
of  individuals  or  cities  are  also  present  in  any  attempt 
to  measure  economic  growth.  This  may  be  illustrated  by 
confronting  the  class  with  two  items  which  have  shown  a 
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marked  change  in  design,  quality  and  price  over  a period 
of  years. 

An  example  of  this  might  be  shown  by  comparing  two  port- 
able phonographs  advertised  in  Sears  Roebuck  Catalogues 
one  a current  model  and  the  other  a model  that  was  sold 
in  1929.  After  adjusting  the  price  for  the  1929  phono- 
graph to  1964  dollars,  the  prices  of  both  phonographs 
are  approximately  the  same.  Have  students  read  the 
advertisements  for  these  phonographs  and  then  discuss 
the  changes  in  quality  and  design  that  have  occurred. 

How  would  you  measure  these  qualitative  changes  in  dollars 

and  cents? 


Advertisement  for  1929  Model 

The  Super  De  Luxe  is  the  equal  of  any  portable  phonograph  ever  made  re- 
gardless of  price*.  We  have  improved  it,  refined  it  in  aPPe^r®"c®’  ® 
new  features  and,  best  of  al  1 , we've  reduced  the  Price.  Now  Y 

superior  in  tone,  in  quality,  in  appearance  and  durability.  It  s the 
super  value  of  all  portables.  The  greatest  and  most  outstanding  feature 
of  the  Super  De  Luxe  is  its  powerful,  vibrant  pure  tone. 

Another  super  feature  is  its  long  playing,  highly  perfected  motor— a 
genuine  Silvertone  motor— absol utely  the  best  that  has  ever  been  bu 1 
into  a portable,  regardless  of  name,  style  or  price.  With  one  fu 
winding  it  plays  three  10- inch  records. 

It  is  the  lifetime  instrument— sturd i ly  built  to  endure  every  hardsh ip 
of  rough  usage  indoors  and  outdoors  the  whole  year  through.  All  exterior 
hardware  is  solid  brass  with  harmonizing  finish  It  won't  rust  - Wt 
come  loose.  Case  covered  with  durable,  genuine  Du  Pont  i-aoM^.d  in  c^.k 
rich  Spanish  Blue  or  Red.  Needle  cup  has  spring  cover  to  prevent  needles 

from  fal 1 ing  out . 


Advertisement  for  1964  Model 

Compact  . . high-quality  sound  at  a low  price.  Full  stereo  from  two 
removable  4-inch  speakers.  Powerful  amplifier;  volume,  tone,  balance 
controls.  Automatic  4-speed  changer,  shut-off  . . order  45-rpm  adapter 
below.  Dual  synthetic  sapphire  needle.  Washable  blue  covering,  white 
interior  and  ends.  9 1/2  x 19  1/2  x 15  inches. 

The  problem  involved  in  measuring  the  qualitative  changes 
in  any  one  item,  say  a phonograph,  is  multiplied  many, 
times  when  we  attempt  to  measure  the  quality  changes  in 
the  vast  number  of  items  which  make  up  the  GNP.  Econo- 
mists generally  consider  only  the  total  monetary  value 
of  the  output  of  a society  when  measuring  economic 
growth.  While  other  changes  are  important,  it  is  diffi- 
cult to  measure  them  in  quantitative  terms.  Therefore, 
they  are  not  used  in  calculating  GNP. 
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Table  I 
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2.  Second  Situation:  Measuring  Economic  Growth  in  Terms  of 

Population  (Student  Materials,  page  604) 

a.  In  the  first  situation  we  concluded  that  although  quali- 
tative changes  in  products  and  services  are  important,  it 
is  extremely  difficult  to  measure  such  changes.  Econo- 
mists, therefore,  use  only  changes  in  the  constant  dollar 
value  of  the  total  output  (Constant  GNP)  as  a measure  of 
economic  growth.  Even  this  measure  of  economic  growth, 
however,  is  inadequate  for  some  purposes.  Have  the  stu- 
dents consider  the  case  of  Mr.  Marcel  outlined  below. 

What  implication  does  this  individual  case  have  for 
measuring  a nation's  economic  growth? 

In  1 955 » Mr.  Marcel  earned  $6,000.  With  this  money  he 
supported  three  persons;  himself,  his  wife  and  his  son. 

By  I960,  his  income  had  increased  to  $7,500  while  his 
family  size  remained  the  same.  His  income  remained  at 
$7,500  per  year  throughout  the  next  five  years,  but  by 
1965  his  family  had  grown  to  five  persons  with  the  birth 
of  another  son  and  a daughter.  Table  I below  summarizes 
this  information: 

Mr.  Marcel's  Income  Related  to  the  Size  of  His  Family 


Year 

1 ncome 

Fam i 1 y Size 

Amount  of 
Income  Per  Person 

1955 

$6,000 

3 

$2,000 

I960 

7,500 

3 

2,500 

1965 

7,500 

5 

1,500 

b.  Suggested  focus  questions  for  discussion: 

(1)  What  kind  of  statements  could  be  made  about  the 
Marcel  family's  income  between  1955  and  1965 
according  to  the  information  given  in  Table  I? 

What  changes  took  place?  Can  we  say  for  sure  that 
they  are  "better  or  worse  off"  in  1965  than  in  1955? 

(2)  Why  is  a comparison  of  total  incomes  an  inadequate 
way  of  measuring  the  Marcels'  income? 

(3)  If  we  do  not  consider  such  things  as  changes  in  the 
quality  of  their  food,  home,  car,  etc,,  how  can  we 
best  compare  their  economic  standing  in  different 
years? 

c.  It  should  be  pointed  out  to  the  students  that  the  fore- 
going illustration  is  not  a miniature  of  how  a nation's 
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economic  growth  is  measured.  That  kind  of  measurement  is 
done  only  by  making  use  of  the  GNP.  We  used  the  Marcel 
family's  income  only  to  show  that  the  number  of  persons 
sharing  in  the  total  income  is  one  of  the  things  that 
should  be  considered  before  any  meaningful  statements 
about  the  family's  economic  standing  can  be  made.  The 
same  may  be  said  about  the  nation'*'s  economic  growth  and 
its  population. 


Table  II:  Constant  GNP  Per  Capita  for  Selected  Years’' 


Year 

1 

GNP 

1929  Index  « 100 

2 

Populat ion 
(Approx.) 

3 

Constant  GNP 
Per  Capita 

1900 

$ 37  Billion 

76  Million 

$ 487 

1910 

55  " 

92  " 

598 

1920 

73  " 

106  " 

689 

1930 

95 

123  " 

772 

1940 

121  " 

132  " 

917 

1950 

187  " 

151  " 

1,238 

I960 

480  » 

178  " 

2,697 

Source:  Figures  in  column  1 and  2 are  rounded  and  are  taken  from  U.  S. 

Bureau  of  the  Census,  H istor ical  Statistics  of  the  United  States.  Colonial 
Times  to  1957.  Washington,  D.  C.,  I960,  pp.  8 and  139  (I960  figures  derived 
from  data  in  U.  S.  Bureau  of  the  Census,  Statist ical  Abstract  of  the  United 
States.  1964,  Washington,  D.  C.,  1964). 


(1)  Using  only  the  figures  in  column  1,  what  kind  of 
statements  could  be  made  about  the  economic  growth 
of  the  U.  S.  between  1900  and  I960?  (between  1920 
and  1930,  1950  and  I960?) 

(2)  How  do  these  statements  need  to  be  modified  when 
population  growth  is  considered?  (column  1 compared 
to  column  3) 

Per  person  or  per  capita  GNP  is  often  a more  meaningful 
way  of  describing  economic  growth  because  it  takes  into 
consideration  changes  in  the  population. 


270 


3.  Third  Situation:  Economic  Growth  - Inputs  and  Efficiency 

(Student  Materials,  page  605) 

a*  The  two  previous  situations  have  illustrated  some  of  the 
problems  involved  in  determining  the  economic  growth  of 
a society.  In  order  to  get  some  measure  of  growth,  econ- 
omists rely  upon  GNP  figures  that  have  been  adjusted  for 
price  changes  (Constant  GNP).  For  some  purposes  such  as 
measuring  the  military  potential  of  a nation,  growth  can 
be  measured  solely  on  the  basis  of  changes  in  constant 
GNP.  For  other  purposes,  however,  a more  meaningful 
measure  of  growth  is  obtained  by  measuring  the  changes  in 
per  capita  constant  GNP.  This  second  measure  of  economic 
growth  is  the  one  generally  used  to  measure  the  material 
well-being  of  a society. 

In  what  vjjfys  can  the  amount  of  constant  GNP  per  capita  be 
increased?  Increasing  the  amount  of  constant  GNP  per  cap- 
ita depends  upon  the  ability  of  a society  to  increase  the 
constant  GNP  faster  than  the  increase  in  its  population. 
This  learning  situation  will  not  take  up  the  causes  of 
population  increase;  it  will  concentrate  instead  upon 
the  sources  which  promote  changes  in  the  constant  GNP. 

b.  Changes  in  the  Constant  GNP  may  arise  from: 

(1)  An  increase  in  output  from  greater  inputs  of  the 
factors  of  production. 

(2)  An  increase  in  output  from  increased  productivity 
(efficiency)  in  the  use  of  the  factors  of  produc- 
tion. 

(3)  From  a combination  of  (l)  and  (2)  above. 

In  most  cases  an  increase  in  constant  GNP  results  from  a 
combination  of  increased  inputs  and  increased  produc- 
tivity. At  times,  however,  one  source  predominates  to 
such  a degree  over  the  other  that  we  speak  of  the  gain 
in  constant  GNP  as  due  to  that  source.  The  story  of  the 
small  grass-cutting  business  below  illustrates  each  of  the 
sources  of  change  separately.  The  more  complex  relation- 
ship in  which  both  sources  are  acting  simultaneously  is 
illustrated  by  the  two  actual  experiences  of  the  American 
economy  which  follow: 

First  Illustration: 

Relax,  and  Leave  the  Grasscutting  to  Us 

Larry,  Jerry,  and  Tony,  three  teenage  boys,  set  up  a small  grass-cutting 
business  last  summer.  By  pooling  their  resources,  they  were  able  to 
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guarantee  their  customers  prompt  and  continuous  lawn  care  over  the  whole 
summer.  They  received  $36  in  the  month  of  June  for  their  services.  Since 
the  total  number  of  hours  worked  by  the  three  boys  was  eighteen  hours, 
they  calculated  the  value  of  their  output  per  hour  as  follows: 

Total  Value  of  the  Output  __  uaiue  Qf  the  Output  Per  Man-hour 
Total  Man-hours  Worked 

, x = $2  Per  Man-hour 

18  Man-hours 

Toward  the  end  of  June,  four  new  customers  asked  to  have  their  lawns 
cared  for  by  the  boys.  Rather  than  reduce  their  swimming  and  baseball 
time  in  order  to  cut  the  additional  lawns,  the  boys  decided  to  add  another 
partner,  Mike,  to  their  business. 

In  July,  the  four  boys  worked  a total  of  twenty-one  hours  and  received 
$42  for  their  services. 

Questions  for  Focusing  Discussion: 

(!)  By  what  amount  did  the  total  value  of  the  output 
increase  in  July  over  that  of  June? 

(2)  How  many  more  man-hours  were  worked  in  uuly  compared 
to  June? 

(3)  What  happened  to  the  output  per  man-hour  in  July 
compared  to  the  output  per  man-hour  in  June? 

(4)  What  was  the  source  of  the  increase  in  total  output? 

During  the  month  of  August,  the  four  boys  worked  out  a system  in  which 
they  cut  the  lawns  in  teams.  One  boy  on  each  team  cut  the  grass  while 
the  other  took  care  of  all  the  trimming  around  plants  and  walks.  Using 
this  new  system,  they  were  able  to  care  for  the  lawns  of  two  additional 
customers  and  still  reduce  the  total  number  of  hours  worked  to  twenty. 
They  received  $45  in  August  for  their  services. 

Complete  the  following  table  using  the  information  sup- 
plied in  the  story: 

Table  III:  Measuring  Output  Per  Man-hour 
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Note:  The  table  is  not  completed  in  the  Student  Materials. 

t Questions  for  Focusing  Discussion: 

— ffr)  What  happened  to  the  output  per  man-hour  for  August 
J f compared  to  that  of  July? 

(2)  What  was  the  source  of  the  increase  in  total  output 
for  August? 

Total  output  continued  to  increase  in  both  July  and  August,  but  the 
source  of  the  increase  was  different  in  the  two  months.  In  July,  the 
increase  in  total  output  was  due  to  increased  inputs  while  the  increase 
in  total  output  for  August  was  due  to  productivity  (efficiency)  gains. 

Second  Illustration: 

Table  IV  shows  the  large  increase  in  total  output  (Constant  GNP)  that 
occurred  during  the  years  from  1940  to  1944.  What  is  the  source  primarily 
responsible  for  this  increase  in  output? 

Table  IV:  Outputs  Compared  to  Labor  Inputs  for  1 9^+0  and  1944 


Year 

Outputs 

(GNP  in  1954  Prices) 

Labor  Inputs 
(Man-hours  Per  Year) 

Output  Per 
Man-hour 

1940 

$205,800,000,000 

109,096,000 

$1,886 

1944 

317,900,000,000 

156,  676,000 

2,029 

The  output  has  increased  54%  while  the  labor  inputs  have  increased  by 

Wo. 

Sources:  J.  Frederic  Dewhurst,  America*s  Needs  and  Resources,  Twentieth 

Century  Fund,  New  York,  1955,  pp.  1064-1065;  and  U.  S.  Bureau  of  the 
Census,  Historical  Statistics  of  the  United  States,  Colonial  Times  to 
1957,  Washington,  D.  C.,  I960,  p.  143. 

Third  Illustration: 

Table  V shows  an  increase  in  the  total  output  (Constant  GNP)  that  occurred 
during  the  years  from  1949  to  1953.  What  is  the  source  primarily  respon- 
sible for  this  increase  in  output? 
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Table  V:  Outputs  Compared  to  Labor  Inputs  for  1949  and  1953 


Year 

Outputs 

(GNP  in  1954  Prices) 

Labor  Inputs 
(Man-hours  Per  Year) 

Output  Per 
Man-hour 

1949 

$292,700,000,000 

127,608,000 

$2,293 

1953 

369,000.000,000 

136,448,000 

2,704 

The  output  during  this  period  increased  by  26%,  while  the  labor  inputs 
increased  by  7%. 

Sources:  J.  Frederic  Dewhurst,  America^  Needs  and  Resources,  Twentieth 

Century  Fund,  New  York,  1955,  PP.  1 064-1065 ; and  U.  S.  Bureau  of  the 
Census,  Historical  Stat ist ics  of  the  Un i ted  States,  Colonial  Times  _to 
1957.  Washington,  D.  C.,  I960,  p.  143. 

Notice  that  in  both  periods  the  output  per  man-hour  in- 
creased. But  in  the  period  from  1940  to  1944  it  increased 
by  only  $143  per  man-hour  ($2,029  minus  $1,886)  while  in 
the  period  from  1949  to  1953  it  increased  by  $411  per  man- 
hour ($2,704  minus  $2,293).  These  actual  figures  do  not 
illustrate  the  two  sources  of  output  increases  quite  as 
clearly  as  the  lawncutting  example.  In  that  instance  it 
was  easy  to  see  that  in  July  the  increase  was  due  to 
increased  inputs  and  in  August  the  increase  was  due  to 
product iv i tv  (efficiency)  gains.  In  actual  practice, 
however,  there  is  no  such  clear  d ist inct ion--both  sources 
contribute  to  the  increase  in  output  during  both  periods. 
It  is  possible,  however,  to  make  a reasoned  guess  as  to 
which  source,  increased  inputs  or  increased  efficiency, 
is  primarily  responsible  for  the  increase  in  output 
during  each  period.  Economists,  as  do  persons  in  other 
sciences,  call  such  reasoned  guesses  hypotheses.  What 
kind  of  additional  information  would  you  need  in  order 
to  check  whether  or  not  your  hypothesis  was  correct? 


THE  FLOW  OF  GOODS  AND  SERVICES  AND  THE  FLOW  OF  MONEY 


Unit  10:  Composition  of  the  GNP 

Part  I:  Sequenced  Outline 


I.  Sc  far  in  our  analysis  of  flows  we  have  established  that  there  are 
two  flows  (Unit  7)>  that  the  size  of  the  flows  may  be  measured  (with 
proper  attention  to  a change  in  prices)  (Unit  8),  and  that  we  may 
use  the  notion  of  Constant  or  Real  GNP  to  measure  Economic  Growth 
(Unit  9).  We  also  know  (Unit  9)  that  the  size  of  the  GNP  may  vary 
because  of  greater  inputs,  or  from  the  increase  in  efficiency,  or  a 
combination  of  these.  In  Unit  11,  we  shall  discover  other  relation- 
ships which  may  determine  the  size  of  the  GNP.  However,  before  we 
can  follow  that  part  of  the  analysis,  we  must,  in  this  unit,  examine 
the  composition  of  the  GNP,  that  is,  its  major  components  or  break- 
down. 

II.  Now  let  us  see  how  the  flow  of  goods  and  services  and  the  flow  of 

money  may  be  subdivided  into  components.  We  will  then  be  better  able 
to  appreciate  why  the  sub-divisions  are  helpful. 

A.  You  will  recall  that,  in  Unit  1,  (IV  C),  goods  and  services  were 
divided  into  consumer  goods  and  services  and  producer  goods  and 
services.  We  also  indicated  that  this  two-fold  division  could  be 
related  to  a four-fold  division,  representing  the  four  buyers  of 
the  goods  and  services.  We  are  now  extending  this  analysis  into 
the  area  of  flows. 


B.  A two-fold  division  of  the  flow  of  goods  and  services  and  of 
money  would  be: 
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1.  Note,  the  flow  of  goods  and  services  has  been  broken  down  into 
those  goods  and  services  intended  for  producers,  that  is,  pro- 
ducer goods  and  services  (sometimes  called  capital).  This 
sub-flow  consists  of  tools,  equipment,  plant,  inventories  and 
the  services  of  those  who  help  produce  such  goods.  In  round 
numbers,  in  our  economy,  producer  goods  and  services  amount 

to  about  15%  of  the  total  GNP. 

2.  The  larger  of  the  two  sub-flows  is  the  sub-flow  of  goods  and 
services  intended  for  consumers.  It  accounts  for  about  85% 
of  the  total  output. 

3.  We  must  now  ask  how  the  flow  of  money  may  be  sub-divided. 

But,  first,  let  us  recall,  from  Unit  7>  that  the  flow  of 
money  represents  the  payments  made  to  the  factors  of  produc- 
tion, so  the  total  flow  of  money  is  equal  to  the  total  value 
of  the  GNP.  Now,  we  want  to  know  how  the  income-rece ivers 
use  the  money  they  get. 

k.  The  income  received  over  a period  of  time  may  be  either  spent 
or  saved.  But  economists  use  these  words  in  a special  and 
specific  way.  When  current  income  is  used  to  buy  consumers 
goods  and  services,  it  is  called  spending  (see  chart  above). 

5.  What  of  the  money  received  which  is  not  spent  for  consumers 
goods?  What  is  not  spent  is  called  savings . 

6.  Now  when  the  amount  saved  is  used  to  buy  producer  goods  and 
services,  the  economists  call  those  purchases  investing. 

a.  The  word  "invest ing7 * * * 11  is  being  used  in  the  specific  sense 
of  buying  producer  goods  and  services.  The  word 
"investing"  is  also  used  in  a different  sense  to  mean 
buying  a stock  or  bond.  The  important  difference  in  the 
use  here  is  that  the  word  "investing"  implies  income 
received  and  not  spent  for  consumer  goods  and  services 
but  used  to  buy  producer  goods  and  services. 

b.  In  Unit  11,  we  will  be  able  to  appreciate  why  these  spe- 
cific definitions  for  saving  and  spending  are  useful  in 
determining  the  size  of  the  GNP. 

c.  At  this  point,  the  important  idea  is  that  the  flow  of 
money  can  also  be  sub-divided  into  two  sub-flows— 
spending  (for  consumer  goods  and  services)  and  invest ing 
(in  producer  goods  and  services). 

7.  In  this  unit,  we  have  assumed  that  the  amount  of  money  spent 

equals  the  value  of  the  consumer  goods  and  services  and  the 

amount  of  money  saved  and  invested  equals  the  value  of  pro- 

ducer goods  and  services.  Usually,  they  are  not  equal.  We 

will  see,  in  Unit  11,  the  problems  which  arise  when  they  are 
not  equal . 
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C.  Let  us  examine  the  four-fold  division  of  the  flows  (GNP) . As 
noted  in  Unit  !,  (IV  C) , the  flow  of  goods  and  services  may  be 
divided  into  goods  and  services  intended  for  consumers,  business, 
government,  and  foreigners. 

1.  We  have  chosen  the  four  labels:  consumers,  business,  govern- 

ment, and  foreigners  for  our  breakdown  of  the  GNP  because 
these  terms  are  more  familiar  to  students.  The  National 
Income  Accounts  published  by  the  Department  of  Commerce, 
however,  use  the  following  labels:  households,  producing, 

government,  and  rest  of  the  world.  In  the  National  Income 
Accounts  the  GNP  is  computed  as  an  addition  of  personal 
consumption  expenditures,  gross  domestic  investment,  govern- 
ment purchases  and  net  exports.  The  relationship  between 
these  four  items  and  the  four  labels  we  have  chosen  is 
illustrated  below: 


Personal  Consumption 
Expend i tures 

Gross  Private  Domestic 
Investment 


Consumers 


Bus  mess,  includes  also  new 
construction  of  houses  and 
those  inventories  directly 
intended  for  consumers. 


Government  Pu rchases  Government  here  means  col- 

of  Goods  and  Services  lective  purchase  of  goods  and 

services  by  federal,  state, 
and  local  governments.  Major 
purchases,  e.g.  defense,  high- 
ways, are  difficult  to  define 
as  collective  purchase  of 
goods  and  services  for  con- 
sumers . 


Net  Exports  of  Goods 
and  Se rvices 


Fore igners  buy  as  consumers, 
business,  and  government  but 
are  separately  listed  to  show 
the  Net  Export  of  Goods  and 
Services.  This  notion  is 
rather  difficult  to  explain 
at  this  point.  It  requires 
the  background  provided  in 
Unit  14,  but,  in  general,  one 
wants  to  know  the  excess  of 
exports  of  goods  and  services 
over  imports  of  goods  and  ser- 
vices, that  is,  the  net  to  be 
included  in  the  nation's  out- 
put. 


rf' 


o 


/ 
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The  four-fold  division  is  very  helpful  in  analyzing  the  posi- 
tion of  each  of  the  four  sectors  in  determining  the  size  of 
the  GNP.  For  example,  one  may  look  at  the  income  and  expendi- 
ture of  each  of  the  sectors  and  see  how  the  surpluses  of  one 
sector  will  serve  as  an  offset  to  the  deficit  of  another 
sector.  See,  for  example,  in  the  Econom i c Report  of  the 
President,  the  table  entitled,  Gross  National  Product: 

Receipts  and  Expenditures  by  Major  Economic  Groups. 

The  four-fold  division  is  helpful  also  because  one  may  analyze 
the  economy  in  terms  of  the  various  factors  which  can  influ- 
ence the  ability  and  willingness  of  each  sector  to  buy.  Pol- 
icies may  be  related  to  such  analysis,  e.g.  a tax  cut  as  a 
stimulant  to  consumer  purchases. 

The  four-fold  division,  as  we  have  already  indicated  in  Unit 
1 (IV  C)  may  be  related  to  the  two-fold  division.  The  chart 
is  reproduced  here  as  a summary  of  these  relations. 


Two-Fold  Division 
(Two  types  of  goods 
and  services) 

Consumer  goods  and  services 


Producer  goods  and  services 


Four-Fold  Division 
(Four  buyers  of  goods 
and  services) 


Consumers 

-\ 

Government 

Business 

Fore igners* 

J 

A more  complete  appreciation  of  the  relation  to  each  other 
of  the  two-fold  and  four-fold  division  of  flows  will  be  pos- 
sible  when  we  have  completed  Unit  11. 


III.  There  are  other  useful  groupings  of  the  items  in  the  nation's 
i ncome  (GNP) . 

A.  One  that  is  quite  often  quoted  in  the  newspapers  and  is  most  use- 
ful in  economic  and  market  analysis  is  Personal  Income. 

1.  Personal  income  is  the  income  received  by  individuals,  single 
proprietors  and  partnerships  and  such  nonprofit  institutions 
as  pension  and  welfare  funds. 

2.  The  items  included  in  Personal  Income  are: 
a.  Wage  and  salary  disbursements 


* 


Foreigners,  of  course,  act  as  consumers,  businesses,  and  governments. 
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b.  Other  labor  income  (e.g.  employer  contributions  to  private 
pension  funds) 

c.  Proprietors  income 

d.  Rental  income 

e.  Dividends 

f.  Interest 

g.  Transfer  payments  (e.g.  social  security  benefits,  relief) 

3.  One  would  subtract  the  contributions  of  individuals  to  social 
insurance. 

4.  Personal  income  data  is  also  broken  down  by  states. 

B.  Disposable  Personal  Income  is  the  personal  income  less  taxes  on 
ind iv idual s. 

C.  Just  as  the  GNP  may  be  adjusted  for  price  changes,  one  may  also 

do  so  for  Personal  Income  and  Disposable  Personal  Income;  adjusted 
for  prices,  the  Disposable  Personal  Income,  may  then  be  divided 
by  the  population  to  arrive  at  per  capita  incomes.  See  the 
Economic  Report  of  the  Pres ident . 

D.  Government  Receipts  and  Expenditures  is  another  category  in  the 
national  income  accounts.  We  have  already  indicated  in  the 
discussion  of  the  four-fold  division  that  each  sector’s  receipts 
and  expenditures  can  be  found  in  tables  in  the  Economic  Report. 
Since  government’s  receipts  and  expenditures,  as  a basis  for 
fiscal  policy  (Unit  11),  are  so  important,  it  is  necessary  to 
have  data  on  this  sector. 

E.  Finally,  as  we  shall  explain  more  fully  in  Unit  11,  spending 
(consumption)  and  saving  (investment)  are  so  important  in  deter- 
mining the  size  of  the  GNP,  it  is  essential  to  have  data  on  the 
sources  and  uses  of  say i nqs . Such  data  can  also  be  found  in  the 
Economic  Report. 

IV.  The  accompanying  chart,  entitled,  "The  Flow  of  Income,"  is  intended 
to  show  how  the  sub-divisions  of  the  flow  of  income  are  related  to 
each  other.  The  chart  is  intended  only  for  the  teacher  as  a resource 
for  his  orientation.  A few  comments  on  the  chart  will  be  helpful. 

A.  The  data  are  drawn  from  the  Economic  Report  of  the  Pres ident. 

Of  course,  these  figures  will  change,  but  the  chart  can  still  be 
used  as  a guide  and  new  data  can  be  obtained  from  subsequent 
reports. 
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B.  The  chart  is  a simp! if ication.  Certain  refinements  in  the  analy- 
sis have  been  eliminated  and  a few  modifications  have  been  made 
but  these  do  not  distort  the  magnitudes  or  misrepresent  the  basic 
relat  ions. 

C.  Explanation  of  the  chart: 

1.  The  GNP  ■ National  Income  (payments  to  factors  of  production) 

+Capital  Consumption  A1 lowances  (Depreciation) 

+ Indirect  Taxes 

2.  Personal  Income  (already  explained  in  XII  A,  B,  C above). 

Note  the  backward  flow  from  government  to  persons  in  Govern- 
ment Interest  and  Transfer  Payments. 

3.  Personal  Income 

Less  Personal  Taxes 

Equals  Disposable  Personal  Income 

Less  Personal  Savings 

Equals  Personal  Consumption  Expenditures 

k.  Government  (all  levels)  expenditures  equals  government  revenue 
plus  deficit.  Deficit  made  up  from  Savings  (lower  left  box). 
See  comment  on  Government  Receipts  and  Expenditures  in  III  D 
above. 

5.  Savings  and  Investment  (commented  on  in  III  E above;  to  be 
treated  more  fully  in  Unit  11).  Note  the  sources  and  the 
uses  of  savings. 

V.  Relation  to  other  disciplines  (illustrations) 

A.  Geography:  The  data  is  a summary  for  the  nation  and  hence  pro- 

vides a dimension  to  the  geographical  unit  called  the  nation.  In 
other  words,  the  sectors  in  the  GNP  can  be  thought  of  as  statis- 
tical "States,"  e.g.  Personal  Consumption  Expenditures.  Finally, 
some  of  the  national  data  can  be  broken  down  into  geographical 
areas,  e.g.  Personal  Income  by  States. 

B.  Sociology:  The  analysis  of  the  Gross  National  Produce  does  pro- 

vide insights  into  the  way  society  uses  its  resources  and  thus  is 
an  element  in  the  sociology  of  work. 

C.  Political  Science:  The  definitions  of  these  sub-divisions  of 

GNP  indicate  so  well  how  important  it  is  to  be  clear  about  terms, 
e.g.  the  distinction  between  Government  Purchases  of  Goods  and 
Services  and  Government  Expenditures. 
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D.  Psychology:  The  breakdown  of  the  GNP  into  sub-divisions  should 

help  an  individual  see  that  in  his  thoughts  and  actions  he  plays 
many  roles.  He  may  be  helped  to  identify  these  roles  by  placing 
himself  in  thought  and  action  in  the  various  sub-divisions  of  the 
GNP,  e.g.  as  consumer,  as  a saver,  etc, 

E.  History:  In  economic  history,  it  is  always  necessary  to  define 
the  role  of  government.  The  data  in  the  national  income  accounts 
contribute  towards  this  definition  by  showing  the  sources  and 
uses  of  government  income. 
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THE  FLOW  OF  INCOME 

GROSS  NATIONAL  PRODUCT  DATA  ADAPTED  AND  SIMPLIFIED  FROM  THE 
ECONOMIC  REPORT  OF  THE  PRESIDENT,  1965 

(1964  data,  in  billions) 


Gross  National 

Product 

Personal  Con- 

sumpt ion 
Expend itu res 

$399 

Gross  Private 

Domestic 

Investment 

$ 87 

Net  Foreign 

Exports  of 
Goods  and 
Se rvices 

$ 7 

Government 

Purchases 

$129 

Total 

$622 

Nat ional  Income 

Compensat ion 

of  Employees  $362 
Proprietors 
and  Rental 
I ncome  $ 64 

Corporate 

Profits  $ 57 

Net  Interest  $ 27 


=5 


Total 

$510 

Capital  Con- 

sumpt ion 

A1  lowance 

$ 53 

Indirect  Taxes 

$ 59 

Total 

$622 

$26  Contributions 
for  Social 
Insurance 

$26  Corporate  Taxes 
$59  Indirect  Taxes 


Savinqsc 

$97 

Corporate  Profits 

Reta i ned 

$11 

Capital  Consump- 

tion Allowance 

$53 

Government  Sur- 

plus or 

Deficit  (-) 

$ 3 

Personal  Savings 

$33 

Government. 

Receipts0 


Personal  Income 

Labor  Income 

$333 

Proprietors 

and  Rental 

1 ncome 

$ 64 

Dividends 

$ 20 

Net  Interest 

$ 27 

Government 

Interest 

$ 9 

Transfer 

Payments 

$ 38 

Total 

$491 

// 
$59  Per- 
sonal 
Taxes 


v 

Disposable 

Personal 


Income 


Personal 
Consumpt ion 
Expenditures 

$399 


aData  presented  in  round  numbers;  simplification  required  changes  but  did  not 
significantly  distort  the  magnitudes. 

^Government  expenditures  equals  government  revenue  plus  deficit. 
cSavings  equal  investment  (after  deduction  to  finance  government  deficit). 
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THE  FLOW  OF  GOODS  AND  SERVICES  AND  THE  FLOW  OF  MONEY 
Unit  10:  Composition  of  the  GNP 

Part  II:  Outline  of  Teaching  Suggestions 


I.  Comments  on  the  Content 

A.  Problems  in  teaching  the  concept 

1.  In  Unit  7,  introducing  the  concept  of  flows,  it  was  emphasized 
that  the  student  might  have  difficulty  thinking  in  aggregates 
or  totals,  e.g.  the  GNP  itself.  Now  in  this  unit,  we  are  ex- 
amining the  sub-divisions  of  the  flows,  so  now  we  are  asking 
the  student  to  think  about  the  composition  or  components  of 
the  total  flows.  Of  course,  both  notions  are  needed — the 
aggregate  and  the  sub-divisions. 

2.  Moreover,  these  sub-divisions  are  themselves  aggregates  or, 

if  you  will,  sub-aggregates.  For  example,  the  flow  of  consumer 
goods  and  services  is  a component  of  the  GNP,  but  is  itself 
an  aggregate  of  the  goods  and  services  intended  for  consumers. 

3.  Although  the  GNP  is  a construction,  visible  to  the  imagination 
but  not  to  the  naked  eye,  so  too  the  notion  of  sub-flows  re- 
quires repetition  until  fami 1 iaritv  makes  it  concrete. 

A.  The  division  of  the  GNP  into  a two-fold  or  four-fold  sub-flows 
may  offer  some  difficulty  because  the  significance  of  the 
divisions  will  not  be  more  fully  explained  until  they  have 
studied  the  following  unit. 

B.  The  concept  as  part  of  the  unfolding  structure 

1.  Scarcity:  The  flow  of  goods  and  services  may  be  thought  of 

as  aggre gate  supply  and  the  flow  of  money  as  aggregate  demand : 
likewise,  the  relation  between  the  size  of  the  consumer  flow 
of  goods  and  services  and  the  amount  of  money  available  to 
buy  them  is  also  a supply  and  demand  relationship,  in  this 
case  recalling  the  notion  of  relative  scarcity. 

2.  Flows:  The  notion  of  the  composition  of  the  flows  is  a logi- 
cal unfolding,  for  we  are  examining  the  relation  of  sub-flows 

to  total  flows  and  the  relation  of  the  sub-flows  of  goods  and 

services  to  the  sub-flows  of  money. 

3.  Coordination:  The  breakdown  into  two-fold  and  four-fold  sub- 

flows makes  it  possible  to  examine  more  closely  how  the  flows 
of  goods  and  services  may  be  coordinated  with  the  flows  of 
money. 
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4 Marginal  analysis:  The  examination  of  the  compos  it  ion  of  the 

flows  will  create  the  background  needed  in  the  next  unit  when 
we  will  study  the  significance  of  marginal  changes  in  the 
flows  and  sub-flows. 

5 Institutional  factors:  Institutional  factors  influence  both 

the  income  and  expenditures  of  each  of  the  four  sectors  of 

the  GNP. 

II.  Comments  on  the  Learning  Process 


A. 


Vocabulary:  The  word  "composition"*  used  in  the  sense  comP°"  ,, 

nents  may  be  a new  one;  similarly,  the  use  of  the  term  ''breakdown  . 
Another  problem  in  vocabulary  is  the  double  naming  °f  tne  fo 
sectors  e.g.  consumers  - personal  consumption  expend itures.  This 
double  naming  is  made  more  difficult  when  we  discover  that  some 
goods  meant  for  consumers,  e.g.  new  houses,  are  me  ^ed  under 
Gross  Private  Domestic  Investment  (business).  Finally,  there 
the  vocabulary  problem  of  using  a familiar  word  in  a special 
sense,  e.g.  investing. 

B.  Mathematical  concepts  and  skills 

1.  Repeating  a comment  made  in  Unit  7>  the  flows  notion  is  an 
analogy  to  a flow  of  1 iguids  and  also  impl les  a knowledge  of 
rates.  The  notion  of  rates  implies  a quantity  and  tin®,  so 
that” one  may  conclude  that  the  purchases  by  government  repre 
sent  a certain  quantity  of  goods  and  services  bought 

year.  / 

2 The  division  of  a whole  into  parts  for  different  analytical 
reasons  is  one  that  is  often  encountered  in  mathematics  and 
. lnnir  e a the  advantages  of  dividing  a dollar  into  nicxeis 
for  ZZ  machines  and  dimL  for  soft  drinks;  the  United  States 
divided  into  states  and  regions. 

C.  Abil ity  to  general ize 

1 It  is  not  difficult  to  think  of  the  two-fold  division  of  the 
GNP  into  producer  and  consumer  goods  if  one  uses  the  ana  ogy 
of  a farmer  deciding  how  much  of  his  corn  he  should  use  for 
seed  and  how  much  he  should  consume. 

2 The  four-fold  division  has  a built-in  basis  for  generaliza- 
tion, for  we  were  able  to  go  from  the  consumer  as  a recogniz- 
able  economic  unit  to  personal  consumption  expenditures, 
more  abstract  designation. 

D.  Background 

1.  The  notion  of  the  division  of  income  is  present  in  the  common 
sense  use  of  money— how  much  for  food,  etc. 
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2.  In  each  of  the  categories,  there  are  multiple  sources  of  in- 
come and  expenditures,  but  here  again  one  may  get  a present 
from  both  sets  of  grandparents  and  there  are  many  ways  to 
spend. 

III.  Learning  Situations 

A.  From  Teacher  to  Teacher 

In  Unit  3 we  discussed  the  basic  economic  decision  of  what  to 
produce.  At  that  point  we  divided  the  total  output  (we  did  not 
call  it  GNP  in  Unit  3)  into  a two-fold  division.  In  a very  ele- 
mentary way  we  illustrated  the  amount  of  growth  that  resulted 
when  a society  chose  to  produce  varying  amounts  of  producer  goods 
and  services.  Unit  3,  however,  put  the  student  in  the  position  of 
a super-planner  who  had  complete  control  of  all  the  factors  of 
production.  (Even  in  the  most  highly  planned  economies  existing 
in  our  world  today,  no  single  person  exercises  such  vast  power.) 

This  early  unit  did  illustrate  the  fact  that  in  order  to  increase 
the  supply  of  goods  and  services  a society  has  to  use  an  increased 
amount  of  the  factors  of  production  for  producer  goods  and  services. 
Unit  9 refined  this  idea  by  demonstrating  that  growth  could  occur 
not  only  through  increased  inputs  of  the  factors  of  production  but 
also  through  a more  efficient  use  of  those  factors.  We  have  yet 
to  explain  how  growth  resulting  from  either  of  these  sources  is 
initiated  in  actual  societies.  The  two-fold  division  does  not 
provide  us  with  an  adequate  basis  for  this  explanation. 

Unit  11  will  carry  forward  the  explanation  of  the  process  of 
stimulating  economic  growth.  Before  this  is  possible,  however,  we 
must  construct  a new  division  of  the  GNP  that  will  lend  itself  to 
a more  advanced  analysis  of  growth.  From  a pedagogical  viewpoint, 
the  problem  in  Unit  10  is  how  to  maintain  student  interest  in  this 
important  preliminary  material  until  the  treatment  of  the  question 
of  economic  growth  can  be  resumed  in  Unit  11. 

The  first  situation  in  this  unit  illustrates  the  breakdown  of  the 
GNP  i nto  four  sectors:  business;  consumer,  which  includes  the 

activities  of  all  consumers  1 iving  in  a nation;  government,  which 
includes  the  activities  of  national,  state,  and  local  governments; 
and  foreign,  which  includes  the  trading  activities  of  a nation 
with  the  rest  of  the  world.  This  four-fold  division  is  presented 
in  an  accounting  framework  in  order  to  illustrate  the  interaction 
of  flows  between  the  four  sectors. 

Even  for  a simple  economy  such  as  the  imaginary  island  of  Tiva, 
the  accounting  structure  becomes  complex.  This  structure,  however, 
does  allow  for  precise  illustration  of  the  relationships  between 
the  four  sectors  and  sets  the  stage  for  the  following  four  situa- 
tions which  treat  each  sector  individually.  We  have  chosen  to 
tell  the  students  what  categories  economists  use  in  making  this 
four-fold  division  rather  than  allocate  the  time  required  to 
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"discover11  the  categories.  As  each  sector  is  investigated  sepa- 
rately in  the  next  four  situations,  the  materials  suggest  a return 
to  the  discovery  orientation.  Since  learning  situations  three, 
four,  and  five  contain  a repetition  of  a large  part  of  the  examina- 
tion introduced  in  situation  two,  the  teacher  may  want  to  shorten 
the  time  allocated  to  those  situations. 

<5 

The  sixth  learning  situation  uses  an  accounting  framework  to  es- 
tablish the  precise  definitions  of  spending,  savings  and  invest- 
ment. The  relationships  between  saving  and  investing  are  central 
to  a discussion  of  economic  growth  and  the  four-fold  division  is 
a necessary  framework  for  seeing  the  relationships  between  savings 
and  investment.  This  unit  provides  illustrations  of  the  background 
material;  thus,  setting  the  stage  for  a continuation  of  the  dis- 
cussion of  growth  in  Unit  11. 

B.  Sequenced  Learning  Situations 

1.  First  Situation:  The  Four-fold  Division  (Student  Materials, 

page  609) 

a.  Previous  units  made  use  of  a two-fold  division  of  the  GNP. 
The  two-fold  division  describes  the  utilization  of  the  GNP 
for  consumer  goods  and  services  or  for  producer  goods  and 
services.  It  does  not  describe  the  process  of  change  in 
the  utilization.  We  need  a new  division  in  order  to  ana- 
lyze the  process  of  generating  economic  growth.  Who  does 
the  generating?  Unit  10  offers  an  analytical  device  for 
dealing  with  this  question. 

b.  We  already  know  from  Unit  7 that  the  total  flow  of  goods 
and  services  is  equal  to  the  total  flow  of  money.  Now 
we  ask,  "Who  produces  the  goods  and  services  and  who 
receives  them?"  The  word  "who"  refers  to  groups  of  indi- 
viduals within  the  soc iety--groups  that  act  as  buyers  and 
sellers  of  the  goods  and  services.  It  is  the  analysis  of 
the  economic  behavior  of  these  groups  that  will  eventually 
allow  us  to  explain  the  process  of  economic  growth.  This 
situation  will  acquaint  the  students  with  the  four  groups-- 
called  sectors— wh ich  economists  use  in  their  analysis  of 
economic  growth. 

The  teacher  may  begin  this  situation  by  presenting  the 
students  with  the  problem  of  categorizing  the  four  major 
sectors  of  the  economy.  It  is  important  that  the  students 
realize  that  as  the  economist  uses  the  term  "sector"  they 
refer  not  to  individual  persons  or  occupations  but  to  the 
varied  economic  roles  played  by  individuals  and  institu- 
tions. 
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Tivan  Economics 

The  simple  economy  of  the  island  of  Tiva  provides  us  with  an  example  of 
economic  growth  that  allows  us  to  analyze  the  process  of  growth  in  its 
most  elementary  form.  The  total  output  on  Tiva  rose  from  A80  Tivan  dollars 
in  1958  to  800  Tivan  dollars  in  1962.  The  population  also  increased  from 
60  in  1958  to  80  in  1 962 . In  spite  of  this  tremendous  growth,  the  prices 
that  Tivans  charged  each  other  remained  the  same. 

The  Tivans  were  content  with  the  increased  prosperity,  but  a few  were  also 
interested  in  why  they  had  become  so  prosperous.  Among  these  few  was  a 
young  man  named  Saka  who  developed  a method  of  analyzing  the  process  of 
growth  on  Tiva. 

Saka  saw  that  during  the  five  years,  the  production  of  copra  and  other 
products  derived  from  the  island's  abundant  coconut  trees  had  increased. 

He  reasoned  that  the  prosperity  must  in  some  way  be  related  to  this  in- 
crease and  set  out  to  trace  the  changes  in  production  from  year  to  year. 

He  asked  Galta,  the  chief's  brother  who  was  in  charge  of  the  copra 
"industry,"  for  any  records  that  he  might  have  of  past  production.  Al- 
though Galta's  records  were  not  kept  in  an  orderly  fashion,  Saka  was  able 
to  arrange  the  information  in  them  into  two  main  categories:  (1)  the 

money  paid  out  by  Galta  to  his  workers  and  (2)  the  money  he  received  from 
those  who  purchased  the  coconut  products.  He  listed  this  information 
under  two  headings-- IN  and  OUT--referr ing  to  the  money  that  flowed  in  and 
the  money  that  flowed  out  of  Galta's  business. 

Although  Galta's  copra  industry  was  by  far  the  most  important  source  of 
inflows  and  outflows  on  Tiva  it  was  not  the  only  one.  There  were  also  a 
number  of  other  parts  of  the  economy  which  contributed  to  the  total  flows. 
Therefore,  Saka  also  used  the  idea  of  money  and  goods  and  services  flowing 
in  and  out  of  these  other  parts  of  the  economy,  which  he  called  sectors. 

He  called  the  first  part,  which  included  the  activities  of  Galta's  busi- 
ness, the  bus iness  sector.  The  flow  of  money  and  the  flow  of  goods  and 
services  in  and  out  of  the  families  on  the  island  he  called  the  consumer 
sector.  The  two  categories  still  did  not  account  for  all  the  flows  on 
Tiva.  It  was  necessary  to  add  a government  sector  and  a f o re i gn  sector 
in  order  to  balance  the  records  and  complete  the  analysis. 

The  system  that  Saka  developed  made  use  of  the  simple  idea  that  everything 
that  flowed  out  of  one  sector  of  the  economy  had  to  flow  into  some  other 
sector.  He  reasoned  that  if  a producer  paid  out  $^*80  in  wages  then  that 
same  $A80  had  to  be  income  to  some  other  sector.  In  order  to  record  the 
movement  of  the  $A80,  this  amount  had  to  be  entered  in  the  records  twice: 
once  as  an  outflow  and  once  as  an  inflow.  So  that  the  other  islanders 
could  understand  his  system,  he  illustrated  a single  entry  for  them  as: 


Business 

Consumer 

Out  in 

Out  Jn 

Wages 

$A80 

$A80 
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With  this  system  a person  would  be  able  to  read  at  a glance  the  flow  of 
any  item  such  as  wages,  consumer  expenditures,  or  taxes.  Also,  by  totaling 
the  items  in  the  business  sector,  one  would  be  able  to  tell  the  total 
value  of  the  output  (GNP) . 

Saka  set  up  the  records  for  Tiva  in  1958  and  1982  as  follows: 

Table  I:  Gross  National  Product  for  Tiva 

1958 


Flows  for: 

Bus  iness 
Out  lr 

Consumer 
Out  In 

Government 
Out  In 

Fore ign 
Out  In 

Wages 

Business  Taxes 
Personal  Consumption 
Personal  Taxes 
Government  Purchases 
Exports 
Imports 

$470 

10 

$450 

30 

25 

-25* 

$470 

$450 

20 

$10 

20 

$30 

$25 

$25 

Total s 

$480  $480 

$470  $470 

$30  $30 

$25  $25 

Note:  ''Imports  are  entered  as  a minus  figure  under  the  Jri  column  for  the 

producing  sector. 


Table  II:  Gross  National  Product  for  Tiva 

1962 


Flows  for: 

Business 
Out  In 

Consumer 
Out  In 

Government 
Out  In 

Fo reign 
Out  In 

Wages 

Business  Taxes 

Pe  rsona 1 Consumpt i on 

Personal  Taxes 

Government  Purchases 

Exports 

Imports 

$770 

30 

$710 

90 

40 

-40 

$770 

$710 

60 

$30 

60 

$90 

$40 

$40 

Total  s 

$800  $800 

$770  $770 

$90  $90 

$40  $40 

Table  II  appears  as  a blank  in  the  Student  Materials 
(page  611).  It  may  be  beneficial  to  reproduce  Table  II 
on  the  chalkboard  making  the  two  entries  for  each  item, 
one  at  a time.  Students  may  be  given  the  basic  figures 
and  be  asked  to  place  them  in  the  appropriate  sector 
and  column  spaces  of  Table  II.  This  would  allow  an 
opportunity  to  emphasize  the  idea  of  the  flows  from  one 
sector  to  the  other. 
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Questions  to  Focus  Discussion! 

(1)  On  the  basis  of  the  figures  stated  in  the  first 
paragraph  of  the  story,  what  is  the  amount  of  econo- 
mic growth  on  Tiva  from  1958  to  1962?  (This  question 
is  a review  of  the  concept  of  growth  described  in 
Unit  8,  i.e.  per  capita  GNP.)  The  figures  given  in 
the  tables  above  show  a very  large  amount  of  growth 
for  a four-year  period.  In  industrially  advanced 
countries  such  as  the  United  States,  West  Germany, 
Czechoslovakia,  and  the  Soviet  Union  a growth  rate 
of  5%  per  year  is  considered  as  good. 

(2)  What  reason  could  you  give  for  adding  government  pur- 
chases to  the  inflow  column  of  the  business  sector? 

(3)  What  reasons  could  you  give  for  the  way  Saka  entered 
exports  and  imports  in  the  business  and  the  foreign 
sector? 

2.  Second  Situation:  Consumer  Sector  (Student  Materials,  page  611) 

a.  *n  the  first  learning  situation,  the  idea  of  a four-fold 
division  of  buyers  and  sellers  was  presented.  The  second 
learning  situation  is  concerned  with  one  of  the  four  sec- 
tors, the  consumer,  in  terms  of  inflows  and  outflows  of 
money.  (NOTE:  Situations  2,  3,  and  5 s 1 1 assume  that 

the  inflows  to  one  sector  are  equal  or  are  made  equal  with 
the  outflows  from  that  sector.  Furthermore,  an  outflow 
from  one  sector  must  become  an  inflow  to  another  sector. 
Because  these  relationships  exist  in  ail  the  sectors,  a 
thorough  examination  of  one  may  be  all  that  is  necessary. 
The  examination  of  situations  3,  **,  and  5 probably  should 
proceed  at  a rapid  pace.) 

b.  By  examining  the  income  of  some  selected  individuals  in 
the  imaginary  town  of  Elmville  it  is  possible  to  account 
for  the  principal  inflows  of  money  in  the  consumer  sector 
of  an  economy.  The  outflows  are  also  illustrated.  As  an 
exercise  for  the  students,  the  tables  which  appear  at  the 
end  of  this  learning  situation  will  be  left  blank  in  the 
Student  Materials.  Discussion  of  the  sketches  and  com- 
pletion of  Tables  IV,  V,  and  VI  will  emphasize  the  idea 
that  income  for  individuals  is  an  outflow  when  put  to 
use. 

Economic  Sketches  of  Five  Elmville  Citizens 

The  pharmacy  in  Elmville  is  owned  and  operated  by  Mr.  Taylor  who  is  able 
to  make  about  $7,000  per  year  as  the  proprietor  of  his  store.  He  also 
receives  income  from  interest  on  $3,000  of  municipal  bonds  which  he  has 
accumulated  over  the  years.  This  interest  amounts  to  $105  per  year  since 
these  bonds  pay  a rate  of  3 1/2%  interest.  Of  his  total  income  of  $7,105 
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he  spends  $5,200  on  personal  consumption  (living  expenses),  $1,050  is  paid 
out  in  income  taxes  and  $216  in  social  security  payments.  The  rest  of  his 
income  is  put  in  a savings  account. 

Mrs.  Crabtree,  a widow,  lives  in  the  Crabtree  family  home  on  the  main 
street  of  Elmville.  The  old  house  is  large  enough  for  her  to  rent  rooms 
during  the  tourist  season  since  she  is  alone  in  the  house.  Normally  her 
income  from  renting  out  rooms  amounts  to  $2,000  each  year.  She  also  re- 
ceives a survivor's  pension  from  the  railroad  company  for  which  her  hus- 
band had  worked  before  he  was  killed  in  a train  derailment.  The  railroad 
company  pays  her  $150  a month  or  $1,800  per  year,  so  her  total  year's  in- 
come is  $3,800.  Her  income  taxes  are  $250,  and  her  total  expenses  for  a 
year  are  $3,290  allowing  savings  of  $260. 

George  McCoy  is  employed  in  a local  ready-mix  concrete  plant  where  he  is 
a truck  driver.  Since  the  work  tends  to  be  seasonal,  he  is  unemployed  for 
four  months  during  the  winter  months  and  draws  unemployment  compensation. 

His  wages  amount  to  $5,200  from  the  concrete  plant,  and  his  total  unemploy- 
ment benefits  are  $630  a year,  for  a total  income  of  $5,830  per  year.  He 
pays  income  tax  and  social  security  only  on  the  wages  he  receives  in  amounts 
of  $530  and  $216  respectively.  Personal  consumption  for  the  McCoys  amounts 

to  $5s084  a year. 

Mr.  Hatfield  manages  the  concrete  plant  where  George  McCoy  works.  He 
receives  a salary  of  $12,000  and  owns  stock  in  the  company  which  pays 
dividends  of  $500  per  year  to  Mr.  Hatfield.  His  income  tax  is  $1,650 
and  social  security  payments  amount  to  $21 6 per  year.  Since  he  has  a 
mortgage  on  his  new  house  and  a son  in  college,  his  personal  expenses  are 
higher  than  the  other  people's.  He  spends  $8,000  per  year  for  personal 
consumption  and  the  rest  of  his  income  is  saved  through  his  life  insurance 
programs  and  savings  account. 

The  owners  of  the  concrete  plant  made  a major  expansion  of  their  plant 
when  a new  super  highway  was  built  around  Elmvi 1 le.  Money  for  this  ex- 
pansion was  borrowed  from  Mr.  Evans,  a wealthy  financier  who  retired  in 
Elmville  following  his  wife's  death.  He  had  loaned  the  concrete  firm 
$200,000  at  3%  interest,  so  his  income  amounted  to  $6,000.  His  income 
tax  on  this  amount  of  income  is  $750.  His  personal  consumption  expenses 
are  $4,^0.  The  rest  of  his  income goes  into  savings. 

The  following  tables  illustrate  the  inflows  and  outflows 
of  money  in  more  graphic  form: 
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Table  XIX : Total  Personal  Income 


Entry?  1 

Taylor 

Crabtree 

McCoy 

Hatfield 

Evans 

Total s 

Wages  & 
Salaries 

$5,200 

$12,000 

$17,200 

Proprietors  & 1 

Rental  Incomes 

$7,000 

$2,000 

9,000 

Dividends 

500 

500 

Transfer 

Payments 

1,800 

630 

2,430 

Net  Interest  (or 
Private  Loans) 

$6,000 

6,000 

Government  In- 
terest (Bonds) 

105 

105 

Total  Personal 
1 ncome 

II  $7,105 

$3,800 

$5,830 

$12,500 

$6,000 

$35,233 

Table  IV:  Dispos. 

Fhf  r\/*  1 

able  Perso 
Tavlor 

nal  Income 
Crabtree 

McCov 

HatjjeU^ 

Evans 

Totals 

Total  Personal 
Income  (Gross) 

$7,105 

■WBS  a--i  rJ  vi  W C 
$3,800 

$5,830 

$12,500 

$6,000 

$35,235 

Minus  Income 
Taxes 

& 

Minus  Social 
Secu  r i ty 

1,050 

250 

530 

1,650 

750 

4,230 

216 

0 

216 

216 

0 

648 

Disposable 
Income  (Net) 

* $5,839 

$3,550 

$5,084 

$10,634 

$5,250 

$30,357 
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Table  V:  Personal  Savings 


Entry: 

Taylor 

Crabtree 

McCoy 

Hatfield 

Evans 

Total s 

Disposable 
Income  (Net) 

$5,839 

$3 , 550 

$5,084 

$10,634 

$5,250 

$30,357 

Minus  Personal 
Consumption 
Expend itures 

5,200 

3,290 

5,084 

8,000 

4,400 

-25, 974 

Savings 

$ 639 

$ 260 

$ 2,634 

$ 850 

$ 4,383 

Table  VI:  Summary  of  Consumer  Flows 

Total  Inflows 


Total  Outflows 


Wages  & Salaries 

$17,200 

Income  Taxes 

$ 4,230 

Proprietors  & Rental 

Social  Security 

648 

Incomes 

9,000 

Personal  Consumption 

25,974 

Dividends 

500 

Expend i tures 

Transfer  Payments 

2,430 

Savings 

4,383 

Net  Interest 

6,000 

Government  Interest 

105 

Total  Inflows 

$35,235 

Total  Outflows 

$35,235 

NOTE:  Tables  IV,  V, 

and  VI  are  blank 

in  the  Student  Materials. 

3.  Third  Situation:  The  Business  Sector  (Student  Materials, 

page  614) 

a.  In  the  last  situation  we  investigated  the  movement  of 
money  from  the  consumer's  viewpoint.  We  noted  certain 
inflows  called  "personal  income"  and  certain  outflows 
called  "taxes  and  consumption  expenditures"  and  whatever 
remained  was  labelled  as  "saving".  This  situation  illus- 
trates the  inflows  and  outflows  of  money  through  the 
business  sector  of  the  economy. 

b.  In  the  consumer  sector  previously  studied,  most  of  the 
analysis  concentrated  on  the  inflow  of  money  to  that 
sector.  Since  the  inflow  or  revenue  of  the  business  sec- 
tor can  be  treated  as  a single  category,  i.e.  what  the 
public,  either  as  consumers,  businesses,  or  government, 
spends  to  purchase  its  products,  most  of  the  analysis  of 
this  sector  will  deal  with  the  ways  in  which  the  business 
sector  uses  its  revenue. 
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Let  us  suppose  that  last  year  Strata  Airlines  received 
$1,500,000  from  its  passengers.  This  is  the  only  inflow 
of  money  to  this  company.  What  does  Strata  Ai rl ines  do 
with  this  money?  This  is  another  way  of  asking  what  the 
different  kinds  of  outflows  for  this  company  are. 

Have  the  students  construct  an  imaginary  balance  sheet  for 
Strata  Airlines.  They  will  have  to  choose  a set  of  labels 
for  the  different  kinds  of  outflows  and  also  supply  imagi- 
nary entries.  The  following  chart  is  the  suggested  format 
included  in  the  Student  Materials  (page  614) 


Table  VII 


Strata  Ai rl ines 
Balance  Sheet  for  1964 


Question  to  Focus  Discussion: 

(1)  Suppose  that  the  figures  chosen  for  the  outflows 
totaled  more  than  $1,500,000.  How  could  Strata 
Airlines  meet  this  deficit?  How  would  this  change 
the  balance  sheet? 

c The  statistical  information  about  these  flows  in  a single 
* industry  will  give  us  a picture  of  the  movement  of  money 
as  viewed  by  the  businessman.  The  pattern  of  flows  which 
we  can  discover  in  the  case  of  the  steel  industry  is  in 
general  the  pattern  for  the  whole  business  sector.  The 
statistics  given  below  have  been  abstracted  from  the  iron 
and  Steel  Institute  booklet  entitled  Charting  Steel  s 
Progress  in  1963. 1 Have  the  students  compare  the  labels 


1 Chart ing  SteePs  Progress  in  196j.  New  York:  Arne r i can  I ron  and 

Steel  Institute,  1964,  pp.  51-67. 
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which  they  choose  for  the  outflow  categories  in  Table  VII 
with  those  given  for  the  steel  industry  in  this  balance 
sheet. 

The  following  balance  sheet  does  not  appear  in  the  Student 
Materials.  It  is  suggested  that  the  teacher  put  it  on  the 
chalkboard  after  or  during  a discussion  centering  around 
the  outflow  categories  chosen  for  Table  VII, 


Table  VIII 


U.  S,  Steel  lndustry*s 
Balance  Sheet  for  1963 
(Amounts  in  millions  of  dollars) 


Entry 

Inflows 

Entry 

Outflows 

Revenues  from  the 

Direct  Employment 

Publ ic 

$14,612.7 

Costs 

Products  and  Services 

$ 5,606.3 

Bought 

Wear  and  Exhaustion 

6,173.7 

of  Equipment 

996.4 

Taxes 

1 927.3 

Interest 

127.1 

Div idends 

Income  Re- invested  in 

442.6 

Bus i ness 

md 

Total  Inflows 

$14, 612.7 

Total  Outflows 

$14,612.7 

4.  Fourth  Situation:  The  Government  Sector  (Student  Materials, 

page  614) 


a.  In  most  societies,  money  flows  in  and  out  of  the  govern- 
mental institutions.  In  industrially  advanced  societies, 
total  government  purchases  account  for  large  portions  of 
the  GNP.  (National,  State,  and  Local  Government  purchases 
in  the  U.  S.  during  1964  accounted  for  approximately  20% 
of  the  GNP.) 

b.  Some  outflows  of  money  from  the  consumer  and  business  sec- 
tors are  inflows  for  the  government  as  we  saw  in  the 
second  and  third  learning  situations.  By  the  same  token, 
some  of  the  inflows  to  these  sectors  came  from  government, 
for  example,  the  unemployment  benefits  of  George  McCoy. 

If  we  use  the  categories  representing  government  inflows 
and  outflows  in  the  two  previous  situations  and  the  actual 
figures  for  these  categories  for  the  U.  S.  in  1964,  a 
balance  sheet  for  the  government  sector  may  be  constructed 
as  follows: 
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Table  IX 


Balance  Sheet:  Government  Sector 

(1964  figures  in  billions,  rounded  off) 


Entry 

Inflows 

...  Entry 

Outflows 

Personal  Taxes 

$ 59 

Government  Interest 

$ 9 

Social  Security 

29 

Transfer  Payments 

38 

Corporate  Taxes 

26 

— 

Total  Government 
Revenue 

$114 

Total  Government 
Expend itures 

$47 

Questions  to  Focus  Discussion: 

(1)  In  all  accounting  balance  sheets  previously,  inflows 
and  outflows  were  equal.  In  Table  IX  a rather  large 
discrepancy  appears  in  the  account;  what  reasons  can 
be  given  for  this? 

(2)  Think  about  the  activities  engaged  in  by  governments 
to  see  if  Table  IX  has  either  omitted  some  important 
factor  or  whether  there  has  been  a double  counting 
error  in  the  accounts. 

Students  may  realize  after  some  discussion  that  they  failed 
to  account  for  the  government  purchases  of  goods  and  ser- 
vices. A balance  sheet  may  be  made  which  shows  this  cate- 
gory (Table  X) . 

Table  X 


Balance  Sheet:  Government  Sector 

(1964  figures  in  billions,  rounded  off) 


Entry 

Inflows 

Entry 

Outflows 

Personal  Taxes 

$ 59 

Government  Purchases 

$129 

Social  Security 

29 

Government  Interest 

9 

Corporate  Taxes 

26 

Transfer  Payments 

38 

Total  Government 
Revenue 

$114 

Total  Government 
Expend itures 

$176 

The  table  still  does  not  balance  because  indirect  taxes 
have  not  been  accounted  for.  The  teacher  will  probably 
have  to  introduce  this  term  since  students  are  not  likely 
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to  group  sales  taxes,  import  duties,  and  excise  taxes 
together  under  a heading  of  indirect  taxes. 


Table  XI 


Balance  Sheet:  Government  Sector 

(1964  figures  in  billions,  rounded  off) 


Entry 

Inflows 

Entry 

Outflows 

Indirect  Taxes 

$ 59 

Government  Purchases 

$129 

Personal  Taxes 

59 

Government  Interest 

9 

Corporate  Taxes 

26 

Transfer  Payments 

38 

Social  Security 

29 

Total  Government 
Revenue 

$173 

Total  Government 
Expend itu res 

$176 

Even  with  the  addition  of  indirect  taxes  to  the  inflow 
side  of  the  accounts,  there  is  still  a slight  discrepancy 
in  the  totals.  In  order  to  bring  the  accounts  into  bal- 
ance, another  category  is  needed.  This  is  called  "govern- 
ment surplus  or  deficit."  It  is  the  savings  category  for 
the  government  sector.  When  revenues  of  the  government 
(inflows)  are  greater  than  the  government  expenditures 
(outflows),  there  will  be  a surplus,  i.e.  savings.  Con- 
versely, when  government  expenditures  exceed  government 
revenues,  the  accounts  must  show  a deficit,  i.e.  negative 
savings.  Economists  use  the  term  "dissaving1  to  talk 
about  negative  or  deficit  saving.  When  the  government 
surplus  or  deficit  is  entered,  the  table  th?.n  balances 
as  follows  in  Table  XII. 

Table  XII 


Final  Balance  Sheet:  Government  Sector 

(1964  figures  in  billions,  rounded  off) 


Entry 

Inflows 

Ent  rv 

Outflows 

Indirect  Taxes 

$ 59 

Government  Purchases 

$129 

Personal  Taxes 

59 

Government  Interest 

9 

Corporate  Taxes 

26 

Transfer  Payments 

38 

Social  Security 

29 

Government  Surplus 
or  Deficit 

(-)  3 

Total  Government 
Revenue 

$173 

Total  Government 
Expend itu res 

$173 
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5.  Fifth  Situation;  The  Foreign  Sector  (Student  Materials, 
page  61 6) 

a.  Up  to  this  point,  we  have  discussed  the  three  sectors  of 
the  economy  that  account  for  the  flow  of  money  and  the 
flow  of  goods  and  services  within  a nation.  But  most 
nations  carry  on  trade  with  other  nations  which  leads  to 
flows  of  money  and  flows  of  goods  and  services  between 
them.  In  order  to  account  for  all  the  flows,  it  is  nec- 
essary  then,  to  add  a fourth  sector  to  our  analysis  of  the 
breakdown  of  the  GNP— the  foreign  sector.  Although  this 
trade  with  other  nations  involves  all  three  of  the  domestic 
sectors  it  is  treated  in  the  accounts  as  a separate  sec- 
tor. When  a foreigner  buys  or  sells  products  in  this 
country  he  may  transact  his  business  with  the  consumer, 
the  government,  or  the  business  sectors.  On  the  other 
hand  we  may  trade  with  a number  of  different  countries. 

In  the  accounting,  these  international  transactions  are 
treated  as  if  our  country  as  a whole  were  trading  with 
the  rest  of  the  world  as  a single  unit.  The  new  flow  item 
is  called  "net  foreign  exports  of  goods  and  services." 

It  is  calculated  by  subtracting  the  value  of  total  imports 
of  goods  and  services  from  the  value  of  total  exports  of 
goods  and  services.  For  example,  total  exports  may  be  $12 
billion  and  imports  $8  billion.  Thus,  net  foreign  exports 
will  be  $4  billion.  If  the  value  of  exports  is  exceeded 
by  imports,  the  net  foreign  exports  wiil  be  a minus  figure. 
If  total  exports  had  been  $8  billion  and  total  imports  had 
been  $12  billion,  then  net  foreign  exports  would  have  been 
(-)  $4  bill  ion. 

Exports  are,  in  fact,  domestic  production  sold  abroad, 
and  imports  are  purchases  of  foreign  production.  There- 
fore, the  net  of  exports  minus  imports  tells  us  how  much 
foreign  trade  contributes  to  total  domestic  output.  If 
it  is  a plus  figure,  then  net  exports  of  goods  and  ser- 
vices are  added  to  total  GNP;  if  it  is  a minus,  it  is  sub- 
tracted from  GNP. 

b.  In  order  to  understand  the  idea  of  net  exports  of  goods 
and  services  as  one  of  the  components  of  the  GNP,  the 
following  analogous  situation  can  be  examined  by  the  stu- 
dents. The  illustration  of  the  definition  of  net  foreign 
exports  is  placed  in  the  setting  of  the  Tivan  economy. 

Exports  and  Imports  in  Tiva 

In  the  story  of  Tiva  we  noted  a large  increase  in  the  production  of  copra 
from  1958  to  1962.  At  the  same  time  exports  from  Tiva  were  also  increased 
significantly.  These  exports  were  products  of  the  Tivan  economy  paid  for 
by  money  from  outside  Tiva.  Suppose  that  as  this  production  increased, 
Tivans  found  that  they  had  to  replace  some  of  their  equipment  and  also 
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had  to  buy  better  tools  if  they  wanted  to  increase  production  further. 
However,  they  were  so  busy  producing  copra  that  they  had  no  time  nor  raw 
materials  to  make  these  things.  One  foreign  nation,  with  which  Tiva 
traded,  specialized  in  this  kind  of  equipment,  so  Tivans  decided  to  buy 
some  tools  from  this  country.  This  was  not  the  first  time  Tiva  had  pur- 
chased  goods  from  another  country,  but  always  before  the  value  of  the 
exports  from  Tiva  equaled  the  value  of  the  imports.  Suppose  in  1962  Tiva 
exported  goods  valued  at  $50  and  they  imported  goods  and  services  worth 
$45.  When  Saka  sat  down  to  draw  up  GNP  for  1962,  he  came  to  the  import- 
export  category  and  wondered  how  to  account  for  these  transactions.  The 
exports  were  produced  on  Tiva  and  should  be  considered  as  part  of  GNP. 

The  imports  were  to  be  used  in  the  economy  of  Tiva,  but  they  were  not 
produced  by  Tiva's  economy. 

Questions  to  Focus  Discussion: 

(1)  In  the  example  above,  there  was  a transaction  be- 
tween two  groups  which  involved  products  of  unequal 
value  and  a need  to  account  for  the  contribution  of 
this  trade  to  total  production.  How  would  you  il- 
lustrate the  $50  worth  of  exports  and  the  $45  worth 
of  imports  in  the  accounts? 

(2)  Suppose  that  Tiva  had  imported  goods  of  greater  value 

than  their  exports.  How  would  this  be  shown  in  the 
accounts?  (Note  to  the  teacher:  The  result  would  be 

a negative  net  export  of  goods  and  services  paid  for 
out  of  gross  domestic  savings.  It  is  therefore  a 
"dissavings".) 

The  discussion  should  lead  to  the  definition  of  net  exports 
by  subtracting  the  value  of  imports  of  goods  and  services 
from  the  value  of  exports  of  goods  and  services.  This 
same  process  is  used  to  determine  the  net  value  of  exports 
and  imports  in  the  foreign  sector  of  the  GNP.  The  result 
of  subtracting  such  imports  from  exports  in  the  foreign 
accounts  is  called  the  net  exports  of  goods  and  services. 

It  is  expressed  as  a plus  when  exports  exceed  imports  and 
a minus  when  imports  exceed  exports  but  it  is  always 
called  net  foreign  exports — never  net  foreign  imports. 

6.  Sixth  Situation:  Spending,  Saving,  and  Investing  (Student 

Materials,  page  61 6) 

a.  The  first  learning  situation  in  this  unit  introduced  the 
four-fold  division  and  the  flows  between  the  four  sectors. 
In  this  introduction,  each  of  the  sectors  used  up  exactly 
the  amount  of  money  it  received,  no  more  nor  less.  There- 
fore, none  of  the  sectors  engaged  in  savings.  The  subse- 
quent learning  situations,  however,  broke  away  from  this 
unrealistic  assumption.  For  example,  in  the  consumer  sec- 
tor, we  saw  that  consumers  did  not  use  all  their  disposable 
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income  (income  remaining  after  taxes)  on  consumption  ex- 
penditures. After  subtracting  consumption  expenditures 
from  disposable  income,  the  amount  remaining  was  labeled 
personal  savings.  Here  the  economist  uses  the  word 
"savings"  in  a special  and  specific  way.  The  students 
will  most  likely  think  of  savings  as  money  put  aside  and 
not  used.  Economists,  however,  use  the  word  "savings" 
to  refer  to  income  received  that  is  not  spent  for  consumer 
goods  and  services.  Savings  may  be  used  to  buy  producer 
goods  and  services.  In  this  case,  economists  refer  to 
savings  used  to  buy  producer  goods  and  services  as 
investments. 

b.  Since  the  terms  "spending",  "saving",  and  "investing"  are 
used  in  everyday  conversation  with  one  set  of  meanings 
and  by  economists  with  a different  set  of  meanings,  this 
learning  situation  is  devoted  to  an  exploration  of  the 
definition  of  these  words.  Knowledge  of  the  precise  def- 
initions used  by  economists  are  essential  for  the  concepts 
unfolded  in  Unit  11. 

Anthropological  journals  frequently  publish  papers  de- 
scribing the  economies  of  island  societies.  The  i 1 1 us— 
trations  used  in  this  unit  are  drawn  from  such  a source. 

In  this  learning  situation  we  have  used  dollars  rather 
than  the  native  currency  because  the  native  money  in  this 
case  is  a combination  of  cash  and  shells.  We  have  also 
taken  some  liberties  with  the  items  entered  into  the  ac- 
counts, combining  some  entries  and  omitting  others  in 
order  to  keep  the  number  of  entries  to  a minimum.  (Some 
advanced  students  may  wish  to  inspect  the  actual  reports 
of  island  economies.  These  anthropological  studies  pro- 
vide an  interesting  basis  for  integrating  economic  con- 
cepts with  other  social  relationships.)  We  have  elimin- 
ated the  foreign  sector  in  this  situation  for  two  reasons: 
first,  because  of  the  complexity  involved  in  treating 
international  flows,  (We  have  reserved  that  discussion 
for  Unit  14)  and  second,  we  can  adequately  explain  the 
relationships  between  spending,  saving,  and  investing 
without  it. 

The  accounting  structure  used  in  this  situation  is  a 
vehicle  for  graphically  illustrating  the  definitions  of 
spending,  saving,  and  investing  as  these  terms  are  used, 
by  economists.  The  arithmetic  involved  is  simple  addition 
and  subtraction. 


2A.  L.  Epstein,  "The  Economy  of  Mat up  it,"  Oceania.  (Sydney,  Austra 
1 ia;  University  of  Sydney  Press)  Volume  XXXIII,  No.  3 » March,  19&3, 
pp.  182-215. 
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When  we  describe  an  economy  in  which  the  sectors  are  not 
spending  exactly  what  they  are  receiving,  we  must  add  a 
new  account  in  order  to  "balance  the  books."  We  will 
call  this  account  Savings  and  Investment.  Remember,  we 
have  temporarily  dropped  the  foreign  sector  from  our 
records.  The  accounting  framework  used  in  this  situation 
will  be : 


National  Product  System 


The  savings  and  investment  account  is  not  a part  in  the 
four-fold  division;  bc:t,  as  we  shall  see  later,  it  is  a 
good  device  for  explaining  the  process  of  growth.  Have 
the  students  read  the  following  introduction  to  this  sit- 
uation in  the  Student  Materials. 

The  prosperity  that  had  come  to  Tiva  since  1958  made  it  possible  for  some 
Tivans  to  have  an  income  large  enough  to  supply  themselves  with  most  of 
the  important  things  they  wanted  and  still  have  a little  cash  left  over. 

The  fact  that  all  the  sectors  were  no  longer  spending  exactly  the  amount 
of  money  they  were  receiving  gave  Saka  a new  problem  to  solve.  He  looked 
over  the  data  for  19 63  and  attempted  to  set  up  a table  to  trace  the  flows 
for  that  year.  This  data  and  the  table  that  Saka  prepared  are  reproduced 
below: 


Tiva 

Data  for  1963 

1.  Business  paid  out  $850  in  wages,  $80  in  rent,  $150  in  interest,  and 
$130  in  dividends  to  the  consumer  sector. 

2.  Businesses  paid  out  $90  in  taxes  and  consumers  paid  out  $130  in 
personal  taxes. 

3.  Government  transferred  $30  to  consumers  for  social  security  benefits 
and  unemployment  compensation. 

4.  Consumers  purchased  $1,000  worth  of  goods  and  services  from  producers. 

5.  The  government  purchased  $200  worth  of  goods  and  services  from  producers 

6.  Businesses  invested  $300  in  new  capital  goods. 
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Table  XIII:  Saka's  First  Attempt 


Business 

Consumer 

Government 

Flows  for: 

Out  In 

Out  In 

Out  In 

Payments  to  Factors 

of  Production: 

Wages 

$ 850 

$ 850 

Rent 

80 

80 

Interest 

150 

150 

Dividends 

130 

130 

Business  Taxes 

90 

$ 90 

Personal  Taxes 

$ 130 

1 30 

Government  Transfers 

30 

$ 30 

Personal  Consumption 

Expenditures 

$1,000 

1,000 

Government  Purchases 

200 

200 

Capital  Goods 

300 

Total s 

$1,300  $1,500 

$1,130  $1 ,2A0 

$230  $220 

Amount  out  of  Balance 

$200 

$110 

$-10 

Saka  reasoned  correctly  that  since  Tiva  exported  exactly  the  same  amount 
of  goods  that  she  imported  and  since  Tivans  had  no  other  transactions  with 
outsiders,  he  could  eliminate  the  foreign  sector  as  a source  of  his  prob- 
lem. 

As  he  looked  at  the  totals  for  the  remaining  sectors,  it  was  evident  that 
his  accounts  were  not  balanced.  Business  had  received  $1,500  and  only 
used  $1,300,  leaving  a difference  of  $200.  Consumers  had  received  $1,240 
and  only  used  $1,130,  leaving  a difference  of  $110.  And  the  government 
had  used  $230  and  only  received  $220,  leaving  a deficit  of  $10.  Further- 
more,  businesses  had  produced  $300  worth  of  capital  goods  (producer  goods) 
for  themselves.  This  had  to  be  an  inflow  to  the  business  sector  because 
it  represented  goods  that  were  produced  and  paid  for.  But  who  paid  out 
the  $300? 

Saka  added  some  new  kinds  of  flows  to  his  previous  list  and  also  a new 
account  which  he  called  Savings  and  Investment.  Table  XIV  shows  these 
additions  and  is  partially  filled  in.  Can  you  complete  the  table?  We 
have  entered  the  figures  for  business  saving.  The  savings  of  each  sector 
flow  out  of  the  sector  and  into  the  savings  and  investment  account. 


o 


302 


Table  XIV:  National  Product  System,  Year  1963 


Flows  for: 

Business 
Out  In 

Consumer 
Out  In 

Government 
Out  In 

Savings  & 
Investment 
Out  In 

Payments  to  Factors 

of  Production: 

Wages 

$ 850 

$ 850 

Rent 

80 

80 

Interest 

150 

150 

Div  idends 

130 

130 

Business  Saving: 

Deprec iat ion 

(150) 

$(150) 

Retained  Profits 

(50) 

(50) 

Business  Taxes 

90 

$ 90 

Personal  Taxes 

$ 130 

130 

Government  Transfers 

30 

$ 30 

Pe  rsona 1 Consumpt i on 

Expenditures 

$1,000 

1,000 

Government  Purchases 

200 

200 

Domestic  Investment: 

Capital  Goods 

300 

$300 

Government  Saving 

(-10) 

(-10) 

Personal  Saving 

(110) 

(HO) 

Totals 

$1,500  $1,500 

$1,2^0  $1,2^0 

$220  $220 

1 $300  $ 300 

c.  The  teacher  may  find  it  necessary  at  this  point  to  explain 
the  flows  in  and  out  of  the  savings  and  investment  account. 
We  saw  that  in  Saka's  first  attempt,  businesses  received 
$1,500  and  used  only  $1,300  to  pay  for  the  factors  of  pro- 
duction and  for  taxes.  Therefore,  they  had  $200  left 
over.  This  amount  left  over  is  called  business  savings. 

It  flows  out  of  the  business  sector  and  into  the  savings 
and  investment  account.  Consumers  also  had  some  money 
left  over  ($110)  after  spending  $1,000  for  consumer  goods 
and  services  and  $130  for  taxes.  This  amount  left  over  is 
called  personal  savings  and  flows  out  of  the  consumer 
sector  into  the  savings  and  investment  account.  Whenever 
a sector  spends  more  than  it  receives,  we  say  that  sector 
has  dissaved.  In  this  case,  government  dissaved  $10  and 
this  is  recorded  as  $-10  flowing  out  of  the  government 
sector  and  $-10  flowing  into  the  savings  and  investment 
account.  (Dissaving  is  also  called  deficit  spending.) 

The  savings  and  investment  account  is  a convenient  device 
for  grouping  together  the  total  savings  and  the  total 
investments  of  a society.  We  can  now  picture  the  relation- 
ship between  savings  and  investment  and  the  two-fold 
division. 


d.  The  following  exercise  and  the  questions  that  follow  may 
be  used  as  a means  of  pulling  together  the  relationship 
between  spending,  saving,  and  investing.  The  students 
are  asked  to  enter  the  Tivan  data  for  1964  into  Table  XV 
and  make  responses  to  the  questions  on  the  basis  of  their 
entries. 

Data  for  Tiva,  1964 

1.  Businesses  paid  out  $1,020  in  wages,  $60  in  rent,  $160  in  interest, 
and  $130  in  dividends  to  the  consumer  sector. 

2.  Businesses  saved  $170  for  the  depreciation  of  equipment  and  retained 
$60  of  their  profits  toward  the  purchase  of  additional  capital  goods. 

3.  Businesses  paid  out  $100  in  taxes  and  consumers  paid  out  $150  in 
personal  taxes. 

4.  Government  transferred  $40  to  consumers  for  social  security  benefits 
and  unemployment  compensation. 

5.  Consumers  purchased  $1,200  worth  of  goods  and  services  from  producers. 

6.  The  government  purchased  $200  worth  of  goods  and  services  from 
producers. 


7.  Businesses  invested  $300  in  new  capital  goods. 
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Table  XV:  National  Product  System,  1964 


Flows  for: 

Business 
Out  In 

Consumer 
Out  In 

Government 
Out  In 

i Savings  & 
Investment 
Out  In 

Payments  to  Factors 

of  Production: 

Wages 

$1,020 

$1,020 

Rent 

60 

60 

Interest 

160 

160 

Dividends 

130 

130 

Business  Saving: 

Deprec iat  ion 

170 

$170 

Retained  Profits 

60 

60 

Business  Taxes 

100 

$100 

Personal  Taxes 

$ 150 

150 

Government  Transfers 

40 

$ 40 

Personal  Consumption 

Expenditures 

$1,200 

1,200 

Government  Purchases 

200 

200 

Domestic  Investment: 

Capital  Goods 

300 

$300 

Government  Saving 

10 

10 

Personal  Savinq 

60 

60 

Total s 

$1,700  $1,700 

$1,410  $1,410 

$250  $250 

$300  $300 

Note:  The  figures  are  omitted  in  the  Student  Materials. 

Questions  to  Focus  Discussion: 

(1)  How  much  money  did  Tivans  spend  for  consumer  goods 
and  services  in  1964? 

(2)  How  much  money  did  consumers  save?  Describe  the 
process  of  determining  this  amount. 

(3)  How  much  money  did  Tivans  invest  in  producer  goods 
and  services?  What  are  the  sources  of  the  money 
for  this  investment  in  capital  goods? 

(4)  Would  it  be  correct  to  say  that  spending  for  con- 
sumer goods  and  services  plus  investments  in  pro- 
ducer goods  and  services  are  equal  to  the  total 
value  of  the  output  (GNP)?  Discuss. 


THE  FLOW  OF  GOODS  AND  SERVICES  AND  THE  FLOW  OF  MONEY 
Unit  11:  Determining  the  Nation's  Income 

Part  I:  Sequenced  Outline 


We  have  learned  that  there  are  two  flows  (Unit  7),  that  the  size  of  the 
flows  can  be  measured  (Unit  8)  and  used  to  calculate  economic  gr^ owth 
(Unit  9),  and  that  one  can  examine  the  composition  of  the  flows  ( 

Now  in  this  unit,  we  want  to  know  how  changes  in  the  composition  of  the 
??ls  win  determine  the  size  of  the  output.  If  we  know  the  effects  of 
these  changes,  we  will  be  able,  by  influencing  these  =°*P°"ents’  to 
determine  the  size  of  the  GNP,  that  is,  the  Jeve] g — • 


II.  In  Unit  10,  and  repeatedly  before,  it  was  stated  that  the  GNP 
broken  down  into  either  two  sub-flows  or  into  f£ur  sub-flows, 
find  it  useful  to  begin  with  the  two-fold  division. 


can  be 
We  will 


A.  Let  us  assume  that  at  a given  .level  of  output , say  Million, 

the  following  division  of  output  occurred  (remember,  these  are 

typical  proportions): 


GNP  = 


(Consumer  Goods 
and  Services) 
Consumption  + 
(Spending) 


(Producer  Goods 
and  Services) 
Investment 
(Saving) 


$100  Billion  = $85  Billion  + $15  Billion 

See  Part  I,  II  B of  Unit  10  for  flow  diagram  and  comments 


A few  explanatory  comments  need  to  be  made. 

1.  We  are  assuming  that  $85  billion  worth  of  consumer  goods  and 

services  were  produced  and  that  the  consumers  spent  that  amount 
on  them. 

2.  We  are  also  assuming  that  all  income  receivers  saved  $15  billion 
which  was  used  to  buy,  that  is,  i nves  t in  producer  goods  and 

services. 

3.  The  significant  fact  for  our  present  analysis  is  that  S^]., 

sav i nqs  were  equa 1 to  i nves tment . 

’ 4.  Note  also,  in  saying  that  $100  billion  in  GNP  represents  a 

certain  level  of  output,  we  have  not  stated  that  the  economy 
is  operating  at  full  employment.  It  is  likely  operating  at 
less  than  full  employment. 
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III.  Now  let  us  examine  the  case  when  total  expend  I tures  are  ,1  ess,  than  the 
oriainal  value  of  the  output  and  the  spending  and  investing  flows  do 
not  perfectly  match  the  sub-flows  of  consumer  and  producer  goods  and 
services. 


(Consumer  Goods 
and  Services) 
Consumption 
(Spending) 

$100  Billion  ^ $80  Billion 


$100  Billion 


(Producer  Goods 
and  Services) 

+ Investment 
(Saving) 

+ $ 1 5 B i 1 1 i on 

$95  Billion 


A.  Explanatory  comments: 

1.  Either  spending  or  saving  (investment)  could  vary,  but  in  this 
case,  we  have  assumed  the  rate  of  investing  is  the  same  as  in 
the  previous  example,  but  the  rate  of  consumption  is  less. 

2.  The  total  of  expenditures,  $95  billion,  is  less  than  the  orig- 
inal value  of  the  product,  and  particularly,  the  rate  of  con- 
sumption is  less  than  the  original  value  of  the  consumer  goods 
and  services. 

3.  Savings  of  all  income  receivers  are  $20  billion  while  the  rate 
of  investment  is  $15  billion.  That  is  to  say,  S > ).,  sav ? ngs 
are  greater  than  investment. 
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B.  Results  and  possible  economic  policies 

1.  Results: 

a.  Since  total  expenditures  are  less  than  suppliers  antici- 
pated, there  would  be  a cut  back  in  production. 

b.  The  GNP  would  be  revalued  downwards,  say  to  $95  billion, 
but  likely  even  more  because  of  the  effects  of  the  multi- 
plier, a concept  to  be  discussed  later  in  this  unit. 

2.  Possible  economic  policies: 

a.  Consumers  might  be  stimulated  to  spend  more  through  easier 
credit  terms  and  possibly  lower  prices. 

b.  Jf.  the  interest  rates  fell  because  of  the  greater  savings, 
business  might  be  tempted  to  invest  more,  but  this  result 
seems  less  likely  with  the  lower  rate  of  consumption. 

c.  Government,  not  shown  here  in  the  two-fold  breakdown,  could 
increase  its  expenditures  and  make  up  for  the  decline  in 
total  expenditures. 

IV.  We  may  now  examine  the  case  when  total  expend i tures  are  greater  than 
the  original  value  of  the  product  and  again  the  spending  and  investing 
flows  do  not  perfectly  match  the  sub-flows  of  consumer  and  producer 
goods  and  services. 

GNP  = Consumption  + Investment 
(Spending)  (Saving) 


$100  Billion  * $90  Billion  + $15  Billion 
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A.  Explanatory  comments: 

1.  We  assume  again  that  the  rate  of  investment  has  not  changed— 
it  couid  have,  of  course— but  only  the  rate  of  spending. 

2.  For  the  whole  economy,  totai  expenditures  are  greater  than  the 
current  income,  that  is,  the  original  value  of  the  product. 
Since  the  rate  of  consumption  is  higher  for  the  entire  economy, 
the  rate  of  saving  is  less  than  the  rate  of  investment,  that 
is,  S < 1 . 

3.  The  deficit  in  the  saving  from  current  income,  namely,  $5 
billion,  could  come  from  past  savings  or  from  bank  loans. 

B.  Results  and  possible  economic  policies 

1.  Results: 

a.  The  results  will  depend  upon  the  level  of  employment  when 
the  increased  expenditures  occur. 

b.  If  the  economy  is  fully  employed,  the  greater  expenditures 
will  be  inflationary,  that  is,  cause  a rise  in  prices. 

c.  If  the  economy  is  less  than  fully  employed,  the  increased 
expenditures  can  cause  an  expansion  of  output,  that  is,  a 
larger  Constant  or  Real  GNP. 

2.  Possible  economic  policies: 

a.  It  will  have  to  be  determined  whether  the  economy  is  fully 
employed . 

b.  If  it  is,  then  anti-inflationary  policies  may  consist  of 
tighter  credit  controls,  reduced  expenditures  by  govern- 
ment and  other  sectors  of  the  society. 

c.  If  the  economy  is  less  than  fully  employed,  then  the  expan 
sion  should  be  left  alone  so  that  higher  levels  of  output 
may  be  attained. 


309 


V.  We  have  seen  how  the  two-fold  division  of  the  flow  of  goods  and  services 
and  the  flow  of  money  can  provide  a basis  for  determining  the  nation's 
income.  We  already  know,  from  Unit  10,  that  a two-fold  division  can  be 
expanded  into  a four-fold  one.  The  following  is  merely  a repetition, 
this  time  as  an  equation: 


t t t t 


Explanatory  Comments 

A.  The  four-fold  division  provides  a more  detailed  sector  analysis. 

The  two-fold  division  grouped  the  variables  in  the  four-fold 
division,  i.e.  C + G into  C. 

B.  Each  of  the  four  buyers  can  expend  more  than  he  receives  or  less 
than  he  receives  (and  thus  save). 

C.  The  analysis  applied  to  consumption  and  investment  may  therefore 
be  extended  to  include  each  of  the  four  buyers. 

D.  Possible  economic  policies  would  therefore  have  to  be  applied  to 
influence  the  receipts  and  expenditures  of  each  of  the  sectors 
composing  the  GNP. 

VI.  We  have  now  shown  how  each  of  the  components  of  the  GNP  can  influence 
the  level  of  output.  We  have  not  yet  discussed  how  changes  in  the  rate 
of  expenditures  can  have  more  than  a proportional  change,  that  is  a 


Note  direction  of  arrow. 
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multiplying  effect,  on  the  amountof  consumption  and  hence  on  the  GNP. 

This  effect  is  called  the  mul tipi ier. 

A.  The  notion  of  the  multiplier  has  four  distinct  elements: 

1.  Marginal — we  are  focusing  on  an  addition  to  or  subtraction,  from 
the  income  of  each  of  the  four  buyers. 

2.  Propensity  to  spend  (consume)  or  save-the  percentage  of  income 
which  is  spent  or  saved. 

3 The  propensity  to  spend  and  the  size  of  income— the  larger  a 
person's  income,  the  greater  is  the  propensity  to  save,  that 
is  a larger  percentage  will  in  general  be  saved  out  of  a larger 
income  than  a smaller  one. 

4.  Money  turns  over  many  times  during  the  year  as  it  is  spent  and 
re-spent. 

B.  A simple  example  of  the  injection  of  an  additional  expenditure  by 

either  consumers,  business,  government  or  foreigners. 


Additional  Amount  of  Additional  Consumption  x 

Expenditure  (Propensity  to  consume  = 2/3  for  everyone*) 


$100  # 66.67  # 44.44  # 29.63  # 19.75..# 

$100  # ^ $200.00 


In  other  words,  the  original  addition  in  expenditure,  resul ted  in 
$200  of  additional  consumption,  or  the  original  addition  was 
multiplied  by  3. 

For  further  comment  on  this  formula  and  the  mathematics  involved, 
see  Part  II,  Section  II  B,  Mathematical  concepts  and  skills. 


C.  The  multiplier  and  possible  economic  policies 

1 Since  additional  injections  from  one  or  more  of  the  four  buyers 
will  have  multiplying  effects,  the  multiplier  must  be  taken  into 
account  in  economic  policies. 

2.  The  multiplying  effect  also  works  to  multiply  a reduction  in 
expenditures  on  the  part  of  each  of  the  four  buyers. 

3.  There  are  many  more  consequences  of  the  factors  influencing 
the  level  of  output,  but  this  unit  offers  only  the  barest 


*|n  this  example,  everyone  is  assumed  to  have  the  same  propensity  to 
spend,  regardless  of  the  size  of  income.  It  makes  it  easier  to  use  a formula. 
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introduction.  Because  this  part  of  economic  analysis,  namely, 
the  determination  of  the  nation's  income,  is  so  unfamiliar,  the 
following  sources  may  be  consulted  for  further  discussion: 

a.  Any  college-level  textbook. 

b.  Economic  Report  of  the  President  (annual). 

c.  Heilbroner,  Robert  L.  Understanding  Macroeconomics. 

Englewood  Cliffs,  New  Jersey:  Prentice-Hall,  1965. 

d.  Soule,  George  H.  Introduction  to  Economic  Science. 

New  York:  Mentor  Books,  1962. 

e.  Bator,  Francis  M.  The  Question  of  Government  Spending: 

Public  Needs  and  Private  Wants.  New  York:  Collier  Books, 

1962. 
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THE  FLOW  OF  GOODS  AND  SERVICES  AND  THE  FLOW  OF  MONEY 


Unit  11:  Determining  the  Nation's  Income 

Part  II:  Outline  of  Teaching  Suggestions 


I.  Comment  on  the  Content 

A.  Problems  in  teaching  the  concept 

1.  This  unit,  showing  how  changes  in  the  composition  of  the  flows, 
can  determine  the  size  of  the  flow,  presents  a situation  that 
is  both  easy  and  difficult  to  handle.  The  easy  part  is  that 
everyone  knows  that  anything  present  in  a situation  can  have 

an  effect.  The  hard  part  is  to  be  careful  and  clear  about  de- 
fining  the  variable  and  indicating  how  it  does  have  its  effect, 
e.g.  changes  in  the  rate  of  consumption. 

2.  The  analysis  may  offer  some  difficulties  because  one  begins 
with  a two-fold  division  and  then  elaborates  it  into  a four- 
fold division.  Yet  this  notion  has  been  introduced  in  the 
very  first  unit  and  repeated  several  times. 

3.  The  use  of  two-fold,  then  a four-fold,  division  can  be  employed 
to  show  how  different  approaches  to  a problem  may  each  be  help- 
ful. The  two-fold  division  indicates  a basic  relation  of  con- 
sumption and  investment  (saving)  and  the  four-fold  division 
shows  more  detail  and  also  paral lei s the  data  given  in  the 
national  income  accounts  (Unit  10). 

4.  The  notion  of  the  multiplier  should  not  prove  difficult  if  one 
emphasizes  what  the  multiplication  means  in  this  connection, 
i.e.  turnover  of  a certain  proportion  of  money. 

5.  The  multiplier  also  indicates  another  element  to  be  considered 

in  the  way  changes  in  the  composition  of  the  GNP  affect  its  size. 

B.  The  concept  as  part  of  the  unfolding  structure 

1.  Scarcity:  In  Unit  10,  it  was  pointed  out  that  the  flow  of  goods 
and  services  may  be  thought  of  as  aggregate  supply  and  the  flow 
of  money  as  aggregate  demand.  In  showing  in  this  unit  that  the 
dollar  value  of  supply  may  not  be  matched  by  the  dollar  value  of 
demand,  we  are  demonstrating  further,  in  terms  of  flows,  how 
sub-aggregates  of  supply  and  demand  may  not  match. 

2.  Flows:  The  analysis  of  the  mis-match  of  sub-flows  and  its 

effects  is  an  extension  of  the  analysis  of  flows. 

Coordination:  The  examination  of  the  relation  of  components  of 

the  GNP  and  the  effects  on  its  size  indicates  what  is  involved 
in  coordinating  economic  activity. 


3. 
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4.  Marginal  analysis:  The  multiplier  is  based  on  the  marginal 

propensity  to  consume,  that  is,  the  proportion  of  an  additional 
amount  of  income  which  will  be  spent. 

5.  Institutional  factors:  Institutional  factors  will  influence 

each  of  the  four  buyers.  Institutional  factors  are  significant 
in  the  distribution  of  income.  The  propensity  to  spend  will  be 
affected  since  it  is  assumed  to  be  higher  in  lower  income 
brackets. 

II.  Comments  on  the  Learning  Process 

A.  Vocabulary 

1.  One  possible  difficulty  in  this  unit  is  that  investment,  as  the 
economist  uses  the  word,  may  not  be  equal  to  saving,  as  the 
economist  uses  that  word.  What  is  implied  is  that  the  amount. 
or  rate  of  investment  may  not  be  equal  to  the  amount  or  rate 

of  saving. 

2.  Another  vocabulary  difficulty  may  be  present  in  the  way  saving 
is  related  to  consumption.  If  out  of  a current  income,  con- 
sumers save  more  than  was  anticipated,  then  we  are  saying  that 
they  spent  less.  Hence  if  saving  is  greater  than  investment, 
we  are  implying  that  consumpt i on  is  less  than  was  anticipated. 

B.  Mathematical  concepts  and  skills 

1.  The  notion  of  rates,  e.g.  rate  of  saving  or  investing,  rate  of 
consumption,  indicates  the  proportion  of  income  that  is  saved. 
The  formula  for  this  relationship  would  be: 

Spending  _ ^ate  Spending 

I ncome 

The  marg i nal  propensity  to  spend  is  the  percentage  spent  out 
of  an  additional  amount  of  income: 

Additional  Amount  Spent  __  Marginal  Propensity  to  Spend 

Additional  Income 

2.  The  formula  for  the  multiplier  is  the  same  as  the  sum  of  a 
geometric  progression,  that  is,  when  a figure  is  repeatedly 
multiplied  by  a given  amount.  When  the  multiplication  is 
infinite,  the  formula  is: 

S * 1 , where  r is  the  multiplier 

1-r 
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Applied  to  the  multiplier  in  economics,  we  have: 

Total  Addition  «_  ] 

to  Income  1 -marginal  propensity  to  spend 

- \ - 1 3 

1-2/3  " 1/3 

Conclusion:  total  addition  to  income  is  three  times  the 

initial  addition. 

C.  Ability  to  generalize 

1.  The  notion  of  matching  sub-flows  is  basically  the  idea  of 
matching.  In  the  case  of  the  flow  of  goods  and  services  and 
the  flow  of  money,  one  is  asked  first  to  recognize  the  possi- 
bility of  mis-matching  and  then  the  consequences. 

2.  The  multiplier  does  require  an  act  of  imagination  to  see  its 
effects  on  total  economy,  but  is  not  much  of  a "jump". 

D.  Background 

1.  In  the  student's  personal  experiences  and  that  of  his  family 
there  are  endless  examples  of  matching  expenditure  patterns 
with  possible  purchases.  For  example,  does  one  buy  as  much 
ice  cream  on  a cold  day  as  on  a warm  one? 

2.  The  marginal  propensity  to  spend  is  present  in  the  thinking 
of  any  child  who  has  ever  received  an  amount  of  money  as  a 
present. 

III.  Learning  Situations 

A.  From  Teacher  to  Teacher 

In  Unit  7 the  flow  of  goods  and  services  and  the  flow  of  money 
were  defined.  Gross  National  Product  as  a means  of  measuring  the 
size  of  the  flows  was  developed  in  Unit  8,  and  in  Unit  9 growth 
of  the  economy  in  terms  of  GNP  was  examined.  The  GNP  was  analyzed 
in  terms  of  four  sectors  of  buyers  and  sellers  in  the  past  unit. 

The  situations  of  this  unit  will  show  how  the  various  sectors  of 
the  economy,  through  their  expenditures,  cause  the  level  of  GNP 
to  fluctuate.  Hopefully  the  illustrations  will  lead  to  under- 
standing the  relationship  between  the  concept  of  economic  sta- 
bility and  the  concept  of  economic  growth. 

The  two-fold  division  of  flows  introduced  in  Unit  7 will  be  related 
to  the  four-fold  division  explained  in  Unit  10  in  the  first  situa- 
tion. The  models  used  to  illustrate  this  relationship  show  that 
the  expenditures  of  the  four  sectors  may  be  expressed  in  terms  of 
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producer  goods  and  services  and  consumer  goods  and  services.  The 
goal  of  this  situation  is  to  illustrate  the  composition  of  GNP  in 
terms  of  the  two-fold  and  the  four-fold  division. 

Up  to  this  point  in  the  course  we  have  assumed  that  the  flow  of 
money  and  the  flow  of  goods  and  services  were  in  perfect  balance 
or  equilibrium.  The  second  situation  develops  the  concept  that 
such  a balance  is  unrealistic.  It  is  more  realistic  to  assume  that 
the  demand  for  goods  and  services  (the  flow  of  money)  and  the  sup- 
ply of  goods  and  services  (flow  of  goods  and  services)  are  usually 
in  disequilibrium.  Two  forms  of  disequilibrium  may  occur  in  the 
economy,  one  of  inadequate  demand,  the  other  of  inadequate  supply. 
This  situation  illustrates  these  two  forms  of  disequilibrium,  using 
the  familiar  flows  arrows. 

In  the  third  situation,  the  results  of  the  two  different  forms  of 
disequi l ibrium  wi 1 1 be  examined.  If  inadequate  demand  disequilib- 
rium occurs,  then  we  may  expect  the  reactions  of  the  sectors  in  the 
economy  to  lead  toward  a recession.  The  results  of  inadequate  sup- 
ply disequilibrium  will  differ  depending  upon  the  level  of  employ- 
ment of  the  factors  of  production.  If  the  factors  are  fully  em- 
ployed, then  inadequate  supply  d isequi i ibr i urn  may  lead  to  inflation. 
If  they  are  not  fully  employed,  i.e.  there  is  some  unused  capacity 
in  the  economy,  then  this  situation  leads  to  a higher  level  of 
output. 

In  all  the  preceding  units  dealing  with  flows,  the  concept  of  money 
was  used  to  talk  about  the  flows.  Demand  for  goods  and  services 
has  been  expressed  as  a flow  of  money  and  the  flow  of  goods  and 
services  has  been  discussed  in  terms  of  its  monetary  value.  In  the 
next  unit  the  definition  and  the  role  of  money  will  be  examined  as 
it  functions  in  the  economy  to  influence  growth  and  stability. 

B.  Sequenced  Learning  Situations 

1.  First  Situation:  Relating  the  Two-fold  and  Four-fold  Divisions 

(Student  Materials,  page  619) 

a.  In  Unit  10  it  was  shown  that  the  total  GNP  could  be  examined 
in  terms  of  four  sectors  in  the  economy  which  act  as  buyers 
and  sellers.  The  four  sectors  are:  consumer,  business, 

government,  and  foreign.  Unit  11  is  an  examination  of  how 
each  of  these  sectors  may  influence  the  GNP.  In  order  to  do 
this  it  will  be  necessary  to  consider  the  type  of  goods  and 
services  purchased  by  each  sector.  That  is,  how  much  of 
each  sector's  income  is  spent  for  producer  goods  and  how 
much  for  consumer  goods.  In  the  first  situation  the  kinds 
of  purchases  made  by  the  sectors  will  be  examined  while  the 
subsequent  situations  will  deal  with  the  manner  in  which 
these  purchases  will  influence  the  total  GNP.  In  the  two- 
fold division  of  the  GNP  it  was  possible  to  analyze  the 
composition  in  terms  of  the  kinds  of  purchases  made  and  the 
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Types  of 
Purchases 
Made  by 
the  Sec- 
tors 


use  made  of  income.  Goods  and  services  were  divided  into 
producer  and  consumer  goods  and  services  on  the  basis  of 
their  functions.  The  money  flow  matching  the  flow  of  goods 
and  services  was  divided  into  consumption  expenditures  and 
investment  expenditures  according  to  the  kinds  of  purchases 
made.  Investment  expenditures  buy  producer  goods  and  ser- 
vices and  consumption  expenditures  buy  consumer  goods  and 
services.  The  four-fold  division  examined  the  GNP  according 
to  the  groups  who  purchased  the  products,  but  not  in  terms 
of  the  types  of  expenditures  they  made.  This  situation  will 
illustrate  the  linkage  between  the  two-fold  division  and 
the  four-fold  division. 

b.  A grid  can  be  constructed  which  illustrates  the  relationship 
between  the  four-fold  and  two-fold  divisions.  The  left  side 
of  the  grid  is  marked  off  in  producer  and  consumer  goods  to 
represent  the  two-fold  division.  The  four  sectors  appear  in 
the  top  of  the  grid.  This  grid  should  be  placed  on  the 
chalkboard  to  be  used  in  the  following  discussion. 


Grid  for  Relating  the  Two-fold  and  Four-fold  Divisions 


Four-fold 
^\Division 
Two-fold  n. 
Division 

Consumer 

Sector 

— 

Bus i ness 
Sector 

Government 

Sector 

Foreign 

Sector 

Consumer 

Goods  & Services 

Producer 

Goods  & Services 

Under  separate  headings  students  should  list  the  kinds  of 
purchases  made  by  each  of  the  sectors.  When  lists  of  pur- 
chases made  by  the  four  sectors  are  complete,  then  the  items 
in  the  list  can  be  examined  to  determine  whether  they  are 
producer  or  consumer  goods  and  services.  The  items  should 
be  coded  using  P for  producer  goods  and  services  and  C for 
consumer  goods  and  services.  When  the  coding  of  the  items 
has  been  completed,  then  the  grid  may  be  marked. 

Note:  A telephone  in  a home  would  be  considered  as  a con- 

sumer service  while  a telephone  in  a business  office  would 
be  considered  as  a producer  service.  This  is  a refinement 
of  the  idea  of  the  two-fold  division  as  it  was  initially 
presented  in  Unit  3. 

Questions  to  Focus  Discussion: 

(l)  What  specific  kinds  of  things  are  purchased  by  each  of 
the  sectors? 
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(2)  Examine  the  purchases  to  determine  whether  they  are 
consumer  goods  or  producer  goods. 

(3)  What  can  be  said,  in  a general  way,  about  the  kinds 
of  purchases  made  by  each  of  the  sectors?  Government 
purchases  are  both  for  consumer  goods  and  producer 
goods;  hence,  this  sector  both  spends  and  invests. 


Grid  for  Relating  the  Two-fold  and  Four-fold  Divisions 


Types  of  ( 
Purchases  J 
Made  by  “s 
the  Sec-  ) 
tors 


Four-fold 
^\D  i v i s i on 
Two-fold 
Division 

Consumer 

Sector 

Business 

Sector 

Government 

Sector 

Foreign 

Sector 

Consumer 

Goods  & Services 

X 

X 

X 

Producer 

Goods  & Services 

X 

X 

X 

The  grid  may  be  marked  off  following  the  discussion  as 
above,  thereby  showing  graphically  the  linkage  between  the 
two  different  divisions  we  have  used.  This  grid  provides 
the  foundation  for  moving  to  the  following  diagram: 


h 

■ 
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Diagram  I:  Relating  the  Two-fold  and  Four-fold  Divisions 


t 4 t 4 1 4 — I 


The  top  line  represents  the  two-fold  division  of  GNP  and 
the  bottom  line  represents  the  four-fold  division.  The 
lines  and  arrows  show  that  consumer  purchases  are  entirely 
for  consumer  goods,  government  expenditures  are  for  both 
consumption  and  investment,  business  expenditures  are  en- 
tirely for  investment,  and  the  purchases  of  the  foreign 
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sector  are  for  both  consumption  and  investment.  Using  the 
letter  symbols,  the  two-fold  division  may  be  expressed  as: 

GNP  « C + I. 

The  four-fold  division  is  shown  as: 

GNP  **  € + G + I + F. 

Notice  that  the  business  sector  is  expressed  as  (l)  in  the 
formula  rather  than  (B) ; this  is  done  because  business 
expenditures  for  plant  and  inventory  are  considered  as 
investments. 


2.  Second  Situation:  Disequilibrium,  an  imbalance  Between  Savings 

and  Investment  (Student  Materials,  page  619) 


a.  Diagram  I in  the  first  learning  situation  summarized  the 
relationship  between  the  two-fold  and  the  four-fold  divi- 
sion, In  each  sector  of  the  four-fold  division  money 
flowed  in  as  income,  receipts  or  revenue  and  money  flowed 
out  (as  some  kind  of  expenditure)  to  buy  goods  or  services 
or  to  pay  taxes.  (Money  ultimately  flowed  out  of  the 
government  sector  to  buy  goods  and  services.)  The  money 
that  flowed  into  each  sector  (e.g.  income)  that  was  not 
used  for  expenditures  was  called  savings.  To  balance  the 
accounts  in  each  sector,  these  savings  were  also  considered 
as  outflows  from  each  sector  and  inflows  in  the  savings  and 
investment  account.  Savings  constituted  the  inflows  to 
this  account  and  the  outflows  were  called  investments.  In 
Unit  10  the  accounts  for  Tiva  showed  that  the  total  amount 
of  money  saved  by  all  the  sectors  was  exactly  equal  to  the 
amount  of  money  invested.  Savings  are  always  equal  to  in- 
vestments in  an  accounting  structure  by  definition.  The 
Assumption  made  here  is  that  the  total  savings  of  a society 
are  invested  in  producer  goods  and  services.  Thus: 


GNP  = 


(Consumer  Goods 
and  Services) 
Consumption  + 
(Spending) 


(Producer  Goods 
and  Services) 
Investment 
(Saving) 


100  Billion 


85  Billion 


+ 15  Billion 


b.  Social  accounting  uses  the  assumption  that  savings  = invest- 
ment to  make  the  accounts  balance  at  the  end  of  the  year. 

The  accounts  give  a picture  of  economic  activities  from 
January  1 to  December  31  of  a given  year.  By  making  savings 
investment,  the  social  accounts  give  a balanced  picture  of 
economic  activities  for  a given  year.  The  economist  refers 
to  this  balance  picture  as  a state  of  equilibrium. 
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Have  the  students  read  the  short  description  of  the  hypo- 
thetical economy  of  Nowhere.  This  story  describes  an  econ- 
omy that  remains  in  a perfect  state  of  equilibrium.  The 
questions  that  we  have  suggested  as  a focus  for  a discus- 
sion following  the  reading  concentrate  on  the  establishment 
of  a definition  of  equilibrium  and  also  on  the  establish- 
ment of  the  idea  that  real  economies  are  usually  in  a state 
of  disequi 1 ibrium. 

A series  of  student  activities  are  then  used  to  engage  the 
students  in  an  exploration  of  the  different  forms  that  dis- 
equilibrium may  take. 

The  Economy  of  Nowhere 

Nowhere  is  a very  unusual  country.  On  January  1 of  each  year  the  citizens 
of  Nowehre  are  told  the  exact  amount  of  their  income  for  the  year.  They 
then  make  out  a list  of  all  the  goods  and  services  they  intend  to  buy  during 
the  coming  year.  This  information  is  fed  into  a complex  of  computers  called 
"the  Regiment."  Within  a day,  all  the  managers  of  the  various  businesses 
that  produce  these  goods  and  services  receive  a data  sheet  telling  them  how 
much  of  their  product  will  be  purchased  during  the  year.  This  data  sheet 
is  entitled,  "Consumer  Demand."  The  government's  Bureau  of  the  Budget  pre- 
pares a statement  of  its  intended  purchases.  This  purchase  order  known  as 
"Government  Demand"  is  also  sent  on  January  2 to  the  business  managers. 

Since  there  is  no  competition  for  customers  in  Nowhere,  the  businessmen  di- 
vide the  consumer  demand  proportionally  among  themselves.  The  businessmen 
then  decide  the  amount  of  money  they  will  need  for  investments  in  producer 
goods.  This  information  is  fed  into  a giant  computer  called  "the  investo- 
tron,"  which  summarizes  the  total  investment  needs  of  Nowhere.  This  total 
is  called  "Producer  Demand." 

Consumer  demand  plus  government  demand  plus  producer  demand  gives  the  econ- 
omists a figure  which  they  call  "total  demand."  In  Nowhere,  the  total  value 
of  the  output  always  is  exactly  equal  to  the  total  demand,  the  government 
always  spends  exactly  what  it  receives  in  taxes,  and  the  amount  of  total 
savings  is  always  exactly  equal  to  the  amount  of  total  investment. 

Nowhere  is  in  a state  of  equilibrium.  Year  in  and  year  out  this  state  of 
equilibrium  is  preserved.  Nowhere  trades  with  nobody  because  trade  might 
upset  the  balance.  The  nation  anthem  of  Nowhere  is  "Don't  Make  Waves"  and 
the  motto  is  "Don't  Rock  the  Boat." 

Questions  to  Focus  Discussion: 

(l)  An  economy  is  in  a state  of  equilibrium  when  the  flow 
of  goods  and  services  is  balanced  by  an  equal  flow  of 
money.  This  is  a very  simple  definition  of  equilib- 
rium. This  simplified  definition,  however,  does  not 
tell  us  what  conditions  must  exist  in  an  economy  to 
bring  about  this  perfect  balance.  Using  the  story  as 
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a guide,  develop  an  expanded  definition  of  equilib- 
rium that  includes  the  following: 

Total  value  of  the  output 
Total  demand 
Savings 
I nvestment 

(2)  How  would  you  define  disequilibrium? 

(3)  Like  all  industrially  advanced  economies,  the  U.  S. 
economy  is  usually  in  a state  of  disequilibrium.  How 
would  you  explain  this  statement  in  terms  of  your  def- 
initions of  equilibrium  and  disequilibrium? 

c.  The  simple  definition  of  equilibrium  as  a balance  between 
the  flow  of  goods  and  services  and  the  flow  of  money  has 
been  illustrated  in  previous  units  with  the  following 
drawing: 


I 
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In  Unit  10,  the  flow  of  money  arrow  was  illustrated  in 
such  a way  that  it  showed  a division  into  spending  and 
saving.  By  assuming  that  the  whole  amount  of  money 
saved  by  the  society  was  invested  in  producer  goods,  the 
drawing  showed  equilibrium  in  the  following  manner: 


Flow  of  Goods 

and  Services  Flow  of  Money 


:ra*n 
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In  this  learning  situation,  we  will  create  a more  detailed 
picture  of  the  flow  of  money.  The  spending  and  saving  of 
the  society  will  now  be  related  to  the  demands  of  the  three 
domestic  sectors  for  goods  and  services.  The  expanded 
definition  of  equilibrium  is  pictured  as  follows: 


Flow  of  Goods 
and  Services 


Flow  of  Money 
Total  Demand 


Let  us  suppose  that  last  year  the  economy  of  the  U.  S. 

showed  a state  of  equilibrium.  By  this  we  mean  that: 

(1)  Producers  correctly  anticipated  the  demands  of  con- 
sumers and  government. 

(2)  Producers  also  correctly  anticipated  the  amount  of 
producer  goods  and  services  needed. 

(3)  The  total  savings  of  the  society  were  used  to  finance 
the  investments  in  producer  goods  and  services. 

v/e  will  further  suppose  that  the  amounts  of  money  involved 

were: 


(1)  Total  value  of  output  - $500  Billion 

(2)  Consumer  demand  - - - - $350  Billion 

(3)  Producer  demand  - - - - $ 50  Billion 

(4)  Government  demand  - - - $100  Billion 
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Have  the  students  insert  these  figures  in  Diagram  II. 
Note:  The  diagram  is  biank  in  the  Student  Materials. 


Diagram  II 


Flow  of  Goods  and 
Services  $500  Billion 


Total  Value  of  Output  $500  Billion 


Flow  of  Money 
$500  Billion 


= Total  Demand  $500  Billion 


Notice  that  this  expanded  definition  of  equilibrium  still 
implies  that  savings  are  equal  to  investment.  (Producer 
demand) . 

How  will  we  show  a picture  of  disequilibrium  in  the  U.  S. 
economy?  Suppose  the  amounts  of  money  involved  in  the 
flows  were  as  follows: 

(l)  Total  value  of  output  - $500  Billion 


(2)  Consumer  demand  - - - 

(3)  Producer  demand  - - - 

(4)  Government  demand  - - 


$325  Billion 
$ 50  Billion 
$100  Billion 
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Using  the  figures  above,  have  the  students  complete  Diagram 
III.  The  student  will  find  that  Diagram  III  contains  a 
slight  modification  of  Diagram  II.  The  section  of  the  flow 
of  money  arrow  labeled  savings  is  followed  by  two  divisions 
instead  of  one.  Diagram  II  showed  equilibrium;  consequently, 
the  total  amount  of  savings  was  accounted  for  by  one  divi- 
s ion--producer  demand.  The  extra  division  incorporated  in 
Diagram  III  provides  space  for  entering  any  inequality  be- 
tween savings  and  investment.  See  if  some  of  the  students 
will  find  a use  for  the  extra  division  of  savings  for  them- 
selves. Note  that  in  the  equilibrium  example,  in  this  ex- 
ample, and  in  the  next  example  the  total  value  of  output, 
the  producer  demand  and  the  government  demand  have  been  held 
constant.  Only  the  consumer  demand  has  fluctuated.  This  is 
not  a realistic  assumption,  and  in  the  subsequent  learning 
situations  it  will  be  modified. 


Diagram  III 

Flow  of  Goods  and  Flow  of  Money 

Services  $500  Billion  $500  Billion 


326 


Another  type  of  disequilibrium  might  also  occur  when  the 
amount  of  money  in  the  flows  is  as  follows: 

(1)  Total  value  of  output  ■ $500  Billion 

(2)  Consumer  demand  = $375  Billion 

(3)  Producer  demand  = $ 50  Billion 

(4)  Government  demand  ■ $100  Billion 

Have  the  students  use  these  data  to  complete  Diagram  IV. 


Diagram  IV 

Flow  of  Goods  and 
Services  $500  Billion 


Flow  of  Money 
$500  Billion 


Total  Value  of  Output  $500  Billion  & Total  Demand  $525  Billion 

Note:  Diagrams  II,  III,  and  IV  will  be  left  blank  in  the 

Student  Materials. 
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We  have  seen  that  disequilibrium  may  occur  in  two  forms 
where: 

(1)  Total  value  of  output  is  greater  than  total  demand. 

(2)  Total  value  of  output  is  less  than  total  demand. 

Only  the  consumer  demand  has  changed  in  the  examples  used 
above,  but  changes  may  occur  in  any  of  the  sectors  to  cause 
the  balance  to  be  thrown  off.  We  will  see  later  how  the 
level  of  expenditures  of  any  sector  has  an  effect  upon  the 
equi 1 ibr ium. 

3.  Third  Situation:  Disequilibrium  and  the  Multiplier  (Student 

Materials,  page  625) 

a.  Disequilibrium  occurs  in  two  forms.  The  last  situation 
showed  that  the  total  value  of  output  could  be  more  or  less 
than  the  total  demand.  You  will  recall  that  in  Diagrams 
III  and  IV  of  the  second  situation  only  consumer  demand 
varied  while  producer  demand,  government  demand,  and  total 
value  of  output  remained  constant.  We  said  earlier  that 
this  condition  was  unrealistic.  It  is  unrealistic  to 
assume  that  changes  in  consumer  demand  would  not  also  bring 
about  changes  in  producer  and  government  demand.  We  saw  in 
Unit  10  that  expenditures,  as  outflows  from  one  sector, 
became  inflows  to  another  sector.  Therefore,  changes  in 
the  level  of  consumption  expenditures  (consumer  demand) 
will  set  off  a chain  reaction  of  changes  in  the  flows  of 
the  other  sectors.  Furthermore,  there  is  no  reason  to 
assume  that  a chain  reaction  may  originate  only  in  the 
consumer  sector. 

b.  In  this  learning  situation  we  will  see  that  a chain  reac- 
tion may  be  set  off  by  changes  in  any  of  the  sectors  in  the 
economy  and  may  in  turn  have  a multiple  effect  upon  other 
sectors  and  the  economy  as  a whole. 

It  is  suggested  that  the  teacher  introduce  the  idea  of  an 
economic  chain  reaction  by  relating  to  the  class  a simple 
situation  in  which  the  consumer  demand  is  less  than  output. 
Take,  for  example,  a person  who  sells  pencils  and  is  usu- 
ally able  to  sell  around  $10  worth  each  week.  What  is 
likely  to  happen  if  he  is  only  able  to  sell  $5  worth  in 
one  particular  week?  How  is  he  apt  to  react  to  the  fol- 
lowing week's  pencil  peddling?  What  would  you  do--buy  more 
pencils  or  cut  back  on  your  pencil  buying?  How  would  your 
decision  affect  the  pencil  producer? 

In  a real  economy  the  reactions  of  the  pencil  seller  would 
be  multiplied  several  million  times  since  all  sorts  of  de- 
cisions about  different  kinds  of  goods  and  services  must 
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be  made.  If  the  total  demand  for  goods  and  services  is  re- 
duced, what  kinds  of  effects  might  be  expected  in  reaction 
to  the  lowered  demand?  This  situation  in  which  the  total 
demand  for  goods  and  services  is  less  than  the  total  pro- 
duction can  serve  as  the  focus  ofa  discussion.  The  essen- 
tial point  which  should  be  emphasized  is  that  a change  in 
the  total  demand  of  the  economy  will  set  off  a chain  reac- 
tion of  economic  activities,  reactions,  and  decisions. 

Questions  to  Focus  Discussion: 

If  total  value  of  output  > total  demand,  then: 

(1)  How  will  the  lower  consumer  demand  influcence  the  de- 
cisions of  the  producing  sector  of  the  economy? 

(2)  What  will  the  effect  of  the  producers  decisions  be 
upon  the  total  value  of  output? 

(3)  Will  the  decisions  made  by  the  producing  sector  have 
any  effect  upon  the  income  of  the  consumer  sector  or 
government  sector?  Explain. 

(4)  If  the  income  level  is  changed,  what  influence  will 
the  new  level  have  upon  the  total  demand  for  goods 
and  services  during  the  next  time  period? 

The  chain  reaction  of  this  situation  may  be  pictured  on  the 
chalkboard  in  the  following  manner: 

When  the  total  value  of  output  is  greater  than  the  total 

demand  for  goods  and  services  > (l)  Production  will 

be  cut  back  to  meet  new  level  of  demand  (2)  Lower 

production  of  goods  and  services  leads  to  less  demand  for 
producer  goods  and  services  (3)  Decrease  in  produc- 
tion leads  to  lower  levels  of  income  to  consumers  

(4)  Lower  income  levels  will  reduce  demand  for  goods  and 

services  further  (5)  Reduced  demand  **  (6)  Repe 

tition  of  (1)  through  (5)  > Recession  or  Depression. 

The  classic  example  of  this  situation,  inadequate  demand 
disequilibrium,  is  the  Depression  of  1929-39  in  the  United 
States.  A brief  discussion  of  the  Depression  will  provide 
good  insights  into  the  social  effects  of  this  form  of 
disequi 1 ibr ium. 

When  the  economy  is  in  a state  of  disequilibrium  of  the 
form  where  the  total  value  of  output  is  less  than  the  total 
demand  for  goods  and  services  (inadequate  supply)  a chain 
reaction  may  also  be  observed.  The  outcome  of  this  cha i n 
reaction  will  depend  upon  the  1 evel  of  employment  of  the 
factors  of  production.  If  the  economy  is  operating  at  full 
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capacity,  that  is,  all  the  factors  of  production  are  being 
utilized,  then  the  demand  for  production  of  more  goods  and 
services  cannot  be  met.  This  situation  may  lead  to  infla- 
tion, as  explained  below.  On  the  other  hand,  when  there 
is  some  unused  capacity  to  produce,  disequilibrium  of  inad- 
equate supply  can  bring  about  an  increase  in  the  total  out- 
put of  goods  and  services.  A discussion  of  this  type  of 
disequi 1 ibrium  wi 1 1 illustrate  the  chain  reaction  and  the 
results  of  the  chain  reaction  under  conditions  of  full  or 
partial  employment  of  the  factors  of  production. 

Questions  to  Focus  Discussion: 

When  economy  is  fully  employed  and  the  total  value  of  out- 
put is  less  than  the  total  demand,  then: 

(1)  How  will  producers  react  to  try  to  meet  the  greater 
demand  for  goods  and  services? 

(2)  How  will  their  (the  producers)  decisions  influence 
the  levels  of  output  and  demand? 

(3)  What  effect  will  th^  producers'  decisions  have  upon 
total  income  of  consumers? 

(4)  How  will  the  new  levels  of  income  (if  different)  in- 
fluence the  total  demand  for  goods  and  services? 

The  result  of  this  situation  will  be  inflation,  i.e.  the 
price  of  goods  and  services  will  be  raised  in  order  to 
reduce  the  demand  for  actual  goods  and  services.  Again, 
the  chain  of  events  may  be  shown  as  follows: 

If  economy  is  using  the  factors  of  production  at  full  ca- 
pacity, when  the  total  value  of  output  is  less  than  the 

total  demand  for  goods  and  services  ^ (l)  Producers 

will  raise  prices  of  goods  and  services  — ^ (2)  To  meet 

increased  prices  consumers  seek  and  may  obtain  higher  wages 

(3)  Higher  incomes  create  even  greater  demand  for 

the  same  amount  of  goods  and  services  **  (4)  Repeat 

(l)  through  (3)  > Inflation. 

On  the  other  hand,  if  there  is  unused  capacity  available 
when  the  economy  is  in  disequilibrium  with  total  value  of 
output  less  than  total  demand  for  goods  and  services,  then 
the  chain  reaction  will  have  a different  effect  upon  the 
economy. 

Questions  to  Focus  Discussion: 

When  the  economy  has  unused  capacity  to  produce  and  the 
total  value  of  output  is  less  than  the  total  demand  for 
goods  and  services,  then: 
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(1)  How  will  producers  react  to  the  higher  demand  for  goods 
and  services? 

(2)  What  effect  will  the  decisions  of  the  producers  have 
upon  the  total  level  of  output? 

(3)  If  the  output  is  increased,  total  income  to  consumers 
will  also  go  up.  What  effect  will  the  new  levels  of 
income  have  upon  the  total  demand  for  goods  and 
services? 

The  result  of  this  situation  will  be  growth  of  total  output. 
It  may  be  shown  as  follows: 

If  the  economy  is  operating  at  less  than  full  capacity  and 
the  total  value  of  output  < total  demand  for  goods  and 

services > (l)  Production  may  be  increased  to  meet 

demand  by  using  available  factors  of  production. ► 

(2)  Total  output  is  increased  as  well  as  total  income 

j-  (3)  Increase  in  total  income  pushes  up  demand  for 

goods  and  services  (4)  Repeat  (l)  through  (3) 

»■  Growth.  (Growth  continues  until  the  factors  of 

production  are  fully  utilized.) 

c.  Up  to  this  point  the  discussions  have  been  concerned  only 
with  the  results  of  the  various  types  of  disequilibrium 
but  not  with  the  amount  of  growth,  depression  or  inflation. 
The  amount  of  growth,  depression  or  inflation  experienced 
by  the  economy  will  be  determined  by  the  magnitude  of  the 
chain  reaction.  When  all  the  reactions  are  considered, 
a multiple  effect  can  be  seen  as  the  result  of  an  initial 
change  in  i'he  magnitude  of  expenditures  by  one  or  more 
sectors.  This  effect  is  known  as  the  multiplier. 

Have  the  students  read  through  the  following: 

The  Multiplier  in  Action 

The  Student  Council  of  Central  High  School  was  holding  its  biweekly  meeting 
when  the  representative  of  the  Student  Athletic  Council  announced  that  his 
club  had  received  $100  as  their  share  of  the  proceeds  from  ticket  sales  at 
athletic  events.  The  Athletic  Council  had  decided  they  needed  a new  ticket 
booth  and  were  willing  to  pay  the  Industrial  Arts  Club  $80  to  build  it  for 
them.  This  was  an  offer  the  Industrial  Arts  Club  could  not  reject.  The 
Industrial  Arts  Club  had  just  given  an  exhibition  of  their  projects  and  had 
asked  the  Photography  Club  to  shoot  pictures  of  it.  For  all  the  photograph- 
ic work,  the  printing  and  framing  of  the  pictures,  the  Industrial  Arts  Club 
paid  the  Photography  Club  $51*20.  The  photographers  had  to  have  the  frames 
for  the  pictures  made  by  the  Art  Club,  and  they  paid  $4l  for  these  frames. 
The  Art  Club  in  turn  paid  the  School  Newspaper  $32.80  to  have  several  pages 
of  their  artwork  published  in  the  paper.  The  remaining  money  was  received 
and  spent  among  the  various  clubs  in  the  school.  Each  of  these  transactions 
became  successively  smaller  and  smaller  in  amount.  For  example,  one  of  the 
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last  few  transactions  was  the  Cheerleaders'  purchase  of  ten  cents  worth  of 
confetti  from  the  school  store. 

The  table  below  follows  the  flow  of  income  generated  by  the  original  $100. 
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Question: 
Answer : 
Question: 


Answer: 


Question: 


How  much  money  from  outside  the  Student  Council 
came  into  the  funds  of  this  group? 

§100— The  original  income  from  the  sale  of 
tickets  at  athletic  events. 

How  much  money  was  saved  through  the  whole 
series  of  transactions  among  the  clubs  at 
Central  High? 

$100— In  the  first  transaction  the  Athletic 
Council  saved  $20  of  their  income  of  $100,  in 
the  second  transaction  the  Industrial  Arts  Club 
saved  $ 1 6,  in  the  third  transaction  the  Photog- 
raphy Club  saved  $13.80,  the  Art  Club  saved 
$10*20  and  the  Newspaper  saved  $8.20  and  so  on 
till  all  transactions  were  completed.  The  total 
savings  was  $100. 

From  the  original  $100  earned  by  the  Athletic 
Council,  how  much  income  was  created  for  all 
the  clubs  of  the  school? 

$500— The  Athletic  Council  earned  $100  selling 
tickets,  the  Industrial  Arts  Club,  $80  for 
building  a new  ticket  booth,  the  Photography 
Club  $64  for  their  work,  the  Art  Club  received 
$51.20  from  the  Photography  Club,  the  Newspaper 
earned  $41  for  services  to  the  Art  Club,  and  so 
on  till  the  total  reached  $500. 

As  was  shown  in  the  table  above  and  the  questions  and 
answers  which  followed  the  table,  the  change  of  expenditure 
of  $100  created  by  the  income  from  ticket  sales  resulted  in 
a total  increase  in  income  of  all  the  groups  in  the  school 
of  $500.  This  example  shows  the  multiple  effect  of  a cMnae 
in  the  level  of  expenditures.  This  effect,  called  the  mui- 
t i pi ier , is  determined  by  (l)  the  size  of  the  original  change 
in  expenditures  and  (2)  the  tendencies  of  consumers  to  spe  id 
and  save.  The  amount  of  additional  income  which  is  used  to 
buy  goods  and  services  is  known  as  the  marginal  propensity 
to  consume  or  MPC,  and  the  amount  saved  is  referred  to  as 
the  marginal  propens i tv  to  save  or  MPS.  The  MPS  is  deter- 
mined by  subtracting  MPC  from  the  total  disposable  income. 

MPS  is  sometimes  referred  to  as  the  leakage  from  total  in- 
come. These  terms  are  used  in  determining  the  multiplier. 

The  formula  for  the  multiplier  is: 


Answer : 


multiplier  = 1. 


1-MPC 
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For  example: 

(1)  In  the  case  of  Central  High  School,  80%  of  income  was 

spent  (MPC)  in  each  of  the  transactions  leaving  20% 
leakage  (MPS).  When  leakage  is  1/5  (20%)  expressed 
as  a fraction,  then  the  multiplier  * 1 « 1 53  5. 

W5  1/5 

(2)  If  the  MPC  = 75%  and  MPS  = 25%  or  1/4,  then  multiplier 

will  be  1 = 1 = 4. 

1-3/4  1/4 

(3)  Determine  the  size  of  the  multiplier  when: 

(a)  MPC  = 66  2/3%  (Answer:  3) 

(b)  MPS  = 50%  (Answer:  2) 


THE  FLOW  OF  GOODS  AND  SERVICES  AND  THE  FLOW  OF  MONEY 


Unit  12:  Role  of  Money  and  Financial  Institutions 

Part  I:  Sequenced  Outline 


I.  From  your  own  experience  and  background  and  from  the  Teacher's  Guide, 
you  know  that  one  cannot  discuss  economics  without  considering  the 
nature  and  role  of  money.  The  notion  of  money  has  been  used  in  our  dis- 
cussion of  prices  and  of  the  measurement  of  the  size  of  the  GNP.  It  is 
appropriate  now  to  consider  the  role  of  money  and  financial  i nst i tut  ions 
in  the  flow  of  money.  In  this  unit,  we  will  emphasize  the  functions  of 
money  and  financial  institutions.  In  Unit  13,  we  will  show  how  banks 
and  the  Federal  Reserve  System  influence  the  money  supply  and  credit. 

II.  Let  us  first  consider  the  funct ions  of  money  and  relate  these  to  the 
flow  of  money. 

A.  Most  obvious,  but  not  always  understood,  is  that  money  serves  as  a 
medium  of  exchange.  A purchase  or  sale  for  money  means  that  one  is 
involved  in  an  indirect  barter,  that  is,  a good  or  service  is  traded 
for  money  which  in  turn  is  traded  for  another  good  or  service. 

1 „ Anything  used  as  the  middle  item  in  the  indirect  barter  serves 
as  money  and  could  be  formally  recognized  as  money.  Boys  and 
girls  when  they  are  trading  cards  or  bottle  tops  often  settle 
on  one  of  them  as  'tooney"  because  it  is  most  wanted  and  one  can 
be  sure  in  accepting  it  that  another  will  accept  it  later. 

Money  then  ? s not  £ thing  but  £ qual i tv.  One  could  speak  of 
something  having  various  degrees  of  'Vnoneyness." 

2.  Money  functions  in  markets  when  purchases  and  sales  are  made. 

When  a chain  of  markets  is  involved  in  producing  a good  or 
service,  then  money  is  the  link  between  these  stages  of  produc- 
tion which  make  up  the  flow  of  goods  and  services. 

B.  Money  serves  as  a standard  or  measure  of  value.  A good  or  service 
is  measured  in  money,  which  is  a way  of  saying  that  it  is  worth  this 
much  money  which,  in  turn,  will  be  worth  a certain  amount  of  goods 
and  services. 

We  have  already  examined  the  problem  of  the  relation  of  value 
and  prices  in  Unit  8.  We  know  that  an  increase  in  prices  would 
make  a given  amount  of  money  worth  less  in  goods  and  services. 

We  took  this  fact  into  account  when  adjusting  the  Gross  National 
Product  for  price  changes. 

Money  as  a measure  of  value  also  makes  it  possible  to  measure 
the  dollar  value  of  the  total  output  of  the  economy  (GNP).  Re- 
call, we  found  the  total  figure  for  the  flow  of  goods  and  services 
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by  summing  up  the  value  added  in  dollars  at  each  stage  of  pro- 
duction. 

3.  Another  use  of  money,  often  listed  separately  but  closely  re- 
lated to  prices  and  the  value  of  money,  is  that  money  can  be 
used  to  represent  debt  and  thus  serve  as  a standard  of  deferred 
payment.  Prices  may  change  over  a period  of  time  and  so  the 
value  of  money  would  vary.  When  paying  back  $100,  it  may  be 
that  it  is  worth  more  or  less  than  $100.  Debt  relations,  how- 
ever, are  not  figured  in  the  GNP,  for  we  are  focusing  there  on 
the  goods  and  services  produced  in  a given  year. 

C.  Money  also  serves  as  a device,  for.  transferring  £hs.  abi } itv  byx 

from  one  individual  to  another. 

1.  When  money  is  lent  or  a stock  or  bond  is  purchased  from  a cor- 
poration, purchasing  power  has  been  transferred.  Since  money 
really  is  a claim  on  goods  and  services,  one  is  transferring 
this  claim  to  another. 

2.  The  fact  that  purchasing  power  can  be  transferred  through  money 
is  the  basic  circumstance  which  makes  possible  banks  and  finan- 
cial institutions.  The  banks  and  other  financial  institutions, 
as  we  shall  explain  later  in  this  unit,  become  intermediaries 
in  the  flow  of  money. 

D.  Finally,  as  everyone  knows,  one  can  hold  the  money  and  not  spend  it. 

When  this  is  done,  money  has  served  as  a store  of  value,  that  is, 

a way  of  keeping  one's  claim  on  goods  and  services. 

1.  Money  may  be  stored  by  spending  it  less  frequently  (not  buying 
the  shoes  this  week  but  waiting)  or  by  depositing  the  money  in 
the  bank  (supposing  the  bank  does  not  lend  it  immediately). 

2.  The  storing  of  value,  or  a claim  on  goods  and  services,  is  a 
part  of  the  saving  process  which  we  examined  in  Units  10  and  11. 

III.  Now  we  know  the  jobs  which  money  must  perform  and  how  these  tasks  are 

related  to  the  flows.  Next,  we  need  to  know  the  kinds  of  money. 

A.  Money  is  of  two  bas»c  sorts: 

1.  Currency  (printed  money  and  coins) 

2.  Deposits 

a.  Demand  deposits  (often  called  checking  accounts) 

b.  Time  deposits  (often  called  savings  accounts) 
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B.  A few  basic  facts  about  currency  will  be  helpful. 

1.  Data  for  currency  in  circulation  can  be  obtained  from  the  month- 
ly issue  of  the  Federal  Reserve  Bulletin,  or  from  the  Statistical 
Abstract  of  the  U.  _S.  These  figures  are  from  the  Federal  Reserve 
Bulletin.  June,  1965. 

Total  currency  in  circulation  $38.7  Billion  = 100% 

Federal  Reserve  Notes  $33.8  Billion  = 87% 

Treasury  Currency  $ 4.9  Billion  = 13% 

(Silver  Coins,  Nickels 
and  Pennies,  Some 
forms  of  paper  money, 
e.g.  Silver  Certifi- 
cates being  retired). 

2.  Note,  nearly  all  of  the  printed  money  is  issued  by  the  Federal 
Reserve  System  (discussed  in  Unit  13).  The  money  is  printed  and 
the  coins  are  minted  by  the  U.  S.  Treasury. 

3.  The  Federal  Reserve  System  is  required  to  hold  in  reserve,  in 
the  form  of  gold  certificates,  not  less  than  25%  of  the  value 
of  Federal  Reserve  Notes  in  circulation. 

C.  Now,  a few  basic  facts  about  deposits. 

1.  The  deposits  we  are  considering  are  those  in  commercial  banks 
(considered  below  in  this  unit  under  Banks  and  other  Financial 
Institutions).  One  may,  of  course,  have  deposits  in  other 
financial  institutions,  for  example,  mutual  savings  banks. 

2.  Figures  for  deposits  may  be  found  in  the  sources  indicated  for 
data  on  currency.  Here  are  some  recent  data  for  commercial  banks. 

Demand  deposits  $124.3  Billion  (Does  not  include  $10.5  billion 

of  U.  S.  Government  in  Commer- 
Ti me  deposits  $134.5  Billion  cial  Banks). 

3.  Banks  are  required  to  hold  reserves  behind  both  demand  and  time 
deposits.  The  significance  of  the  reserve  requirement  will  be 
explained  in  Unit  13,  for  there  we  will  see  how  reserve  require- 
ments influence  the  ability  of  the  banks  to  create  deposits. 

IV.  Banks  and  Other  Financial  Institutions 

A.  It  has  already  been  pointed  out,  in  the  description  of  money  as  a 

device  for  transferring  purchasing  power,  that  banks  and  other 

financial  institutions  serve  as  intermediaries  in  the  flow  of  money. 
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\,  The  word  "intermediary"  does  not  mean  that  the  banks  are  merely 
passive  transferrers;  they  exercise  judgment  both  as  to  the 
d i rect ion  and  quantity  of  savings  which  will  be  transferred. 

2.  In  Unit  13,  on  the  Federal  Reserve  System,  we  will  examine  the 
methods  which  the  System  employs  to  influence  the  bankers. 

Financial  Institutions 


B.  The  nature  and  functions  of  banks  and  other  financial  institutions 
may  be  more  easily  understood  and  compared  by  placing  them  in  the 
following  grid: 


Special 

Sources 

Uses  of 

Cha racter- 

of  Funds 

Funds 

istics 

Financial  Institution 

1.  By  sources  of  funds,  one  means  ^ie  persons  and  institutions  from 
which  a financial  institution  gathers  the  funds  to  lend  or  invest, 
e.g.  a commercial  bank  sells  stock  and  also  receives  deposits. 

2.  By  uses  of  funds,  one  means  the  policies  and  regulations  gov- 
erning the  lending  or  investing  of  the  funds,  e.g.  savings  and 
loan  associations  invest  in  mortgages. 

3.  Special  characteristics  refers  to  the  special  nature  of  the  fi- 
nancial institution,  determining  its  operation  and  regulation, 
e.g.  commercial  banks  which  receive  their  charter  from  the 
Federal  Government  are  known  as  national  banks  and  are  super- 
vised by  the  U.  S.  Comptroller  of  the  Currency. 

4.  One  may  list  many  financial  institutions  but  in  this  unit  we 
will  be  concerned  only  with  the  first  four.  Characteristics  of 
these  financial  institutions  can  be  found  in  texts  on  economics, 
general  encyclopedias,  almanacs. 
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Commercial  banks 

Mutual  savings  banks 

Savings  and  Loan  Assoc. 

stock  market  (original  issue) 

Insurance  companies 

Personal  finance  companies 

Government  agencies 

e.g.  Federal  Home  Loan  Bank  System 
Farm  Credit  Administration 

C.  Four  major  financial  institutions 

1.  Commercial  banks 

a.  Sources  of  funds  are:  (1)  stockholders,  (2)  depositors, 

and  (3)  other  banks,  including  the  Federal  Reserve  System. 

b.  Uses  of  funds:  for  all  commercial  banks,  the  major  cus- 
tomers are:  commercial  and  industrial  loans,  real  estate, 

consumers,  brokers  loans,  other. 

c.  Special  characteristics:  (1)  State  banks  receive  their 

charters  from  the  state,  national  banks  from  the  Federal 
Government;  (2)  Commercial  banks  may  create  deposits  (dis- 
cussed in  Unit  13). 

2.  Mutual  Savings  Banks 

a.  Sources  of  funds  are  the  depositors. 

b.  Use  of  funds:  most  of  them  invested  in  mortgages,  the  rest 

in  government  and  other  securities. 

c.  Special  characteristics:  New  directors  chosen  by  older 

ones;  dividends  paid  on  earnings  of  the  mutual  savings  banks, 
not  a fixed  rate  of  interest. 

3.  Savings  and  Loan  Associations 

a.  Source  of  funds;  if  stock  type  of  association,  funds  come 
from  stockholders  and  depositors;  if  mutual  type,  which  is 
the  predominant  one,  then  from  depositors. 

b.  Use  of  funds:  for  home  construction,  purchase  or  repair. 

c.  Special  characteristics:  May  receive  charter  either  from 

t’he  state  or  from  the  Federal  Government  (through  Federal 
Home  Loan  Bank  Beard). 

4.  Stock  market  (original  issue— primary  market) 


a.  Source  of  funds:  the  part  of  the  stock  market  which  is  en- 

gaged in  the  sale  of  an  original  issue  of  stocks  and  bonds. 
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Issues  may  be  sold  through  investment  bankers  or  by  direct 
placement  with  buyers.  For  most  people,  the  stock  market 
means  buying  and  selling  already  issued  securities. 

b.  Use  of  funds:  the  corporations  which  receive  funds  from 
the  sales  of  their  securities  may  use  them  to  pay  off  old 

securities  or  for  new  or  additional  money  capital. 

\ 

c.  Special  characteristics:  Both  the  market  for  original  issue 

and  for  the  re-sale  of  issues  are  supervised  by  the  Securities 
and  Exchange  Commission. 
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THE  FLOW  OF  GOODS  AND  SERVICES  AND  THE  FLOW  OF  MONEY 
Unit  12:  Role  of  Money  and  Financial  Institutions 

Part  II:  Outline  of  Teaching  Suggestions 


X.  Comments  on  the  Content 

A.  Problems  in  teaching  the  concept 

1.  Perhaps  the  greatest  difficulty  in  presenting  a careful  analysis 
of  money  and  financial  institutions  is  that  fami 1 iari ty  deludes 
many  into  thinking  they  already  understand. 

2.  Perhaps  many  of  the  characteristics  discussed  in  this  unit  have 
been  covered  earlier  in  the  curriculum,  but  here  we  are  stress- 
ing the  role  of  money  and  financial  institutions  in  the  flow  of 
money. 

3.  In  the  discussion  of  money,  emphasis  is  placed  upon  the  multiple 
roles  which  money  is  expected  to  play,  that  is,  we  are  stressing 
the  fact  that  an  institution  may  have  multiple  responsibilities. 

k.  With  regard  to  the  role  of  financial  institutions  as  collectors 
and  distributors  of  funds,  we  will  be  trying  to  correct  the  im- 
pression that  money  is  put  in  banks  which  then  immediately, 
fully  and  automatically  lend  it.  Bankers  may  exercise  judgment 
and  that  judgment  can  be  influenced. 

B.  The  concept  as  part  of  the  unfolding  structure 

l.  Scarcity:  The  notion  of  scarcity  includes  that  of  relative 

scarcity,  that  is,  some  goods  and  services  are  scarcer  than 
others.  These  relative  values,  measured  in  money,  are  expressed 
as  prices. 

2.  Flows:  The  various  roles  of  money,  as  medium  of  exchange,  as 

measure  of  value,  etc.,  all  provide  a quantitative  basis  for 
the  concept  of  flows. 

3.  Coordination:  Money  and  financial  institutions  provide  linkages 

and  channels  through  which  the  economic  activity  can  be  coordi- 
nated. The  role  of  banks  and  other  financial  institutions  also 
make  it  possible  to  direct  economic  activity  through  the  influ- 
ence over  the  flow  of  money. 

k.  Marginal  analysis:  Economic  decisions  and  fluctuations  in  the 

flows  both  focus  on  choices,  that  is,  what  action  will  be  taken 
with  regard  to  the  last  unit  of  expenditure,  measured  of  course 
in  money. 
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5.  Institutional  factors:  The  existence  of  money,  its  functions 

and  those  of  financial  institutions  are  profoundly  influenced 
by  cultural  factors  affecting  the  trust  one  puts  in  money,  in 
financial  institutions  and  the  stability  and  respons i bi 1 i ty  of 
government. 

II.  Comments  on  the  Learning  Process 

A.  Vocabulary:  Again,  familiarity  may  lead  the  student  to  believe  that 

he  knows  what  money  "means".  Perhaps  a good  way  to  introduce  him 
into  greater  appreciation  of  the  concept  of  money  is  to  stress  that 
it  is  a quality  and  that  objects  may  have  more  or  less  of  such  a 
quality.  For  example,  U.  S.  Government  Savings  Bonds  (Series  E) 
can  be  easily  and  quickly  redeemed,  so  many  economists  refer  to  such 
highly  liquid  assets  as  "near-money". 

B.  Mathematical  concepts  and  skills 

1.  Some  of  the  problems  in  measurement  with  money  have  already 
been  covered  in  Unit  8 in  the  discussion  of  prices  and  the  value 
of  money. 

2.  We  see  in  this  unit  that  even  though  money  may  not  be  a steady 
and  exact  measuring  device,  nonetheless  one  can  use  such  an  im- 
precise instrument  for  trading,  measuring  and  storing  value. 

The  mathematical  lesson  contained  here  is  that  approximate 
measurements  can  be  very  powerful  and  useful. 

3.  Since  money  can  be  used  to  express  the  value  of  a number  of 
different  items,  the  use  of  money  illustrated  the  advantage  of 
being  able  to  reduce  values  or  make  comparisons  in  a common 
denominator.  We  also  make  comparisons  by  index  numbers  by  the 
use  of  percentages  and  with  various  ratios. 

4.  Financial  institutions  may  receive  money  as  a deposit  or  a check 
upon  another  bank.  In  either  case,  their  records  of  assets  and 
liabilities  represent  numbers  of  figures  which  are  used  to  rep- 
resent what  they  own  and  what  they  owe.  Dollar  figures  in  the 
books  are  obviously  not  the  same  as  currency. 

C.  Ability  to  generalize 

1.  Anyone  who  uses  money  has  already  demonstrated  his  ability  to 
generalize,  for  money  is  itself  a general  expression  of  the 
value  of  an  endless  number  of  goods  and  services.  To  say,  "10£ 
worth,  please,"  is  to  express  a very  great  capacity  to  generalize. 

2.  Nearly  everyone  "keeps  a set  of  books"  when  he  says,  "I  have  a 
bicycle  worth  $30  and  $10  in  the  bank." 
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III. 


D.  Background 


'•  0f  cou^se.  some  students  may  have  had  a limited  experience  with 
some  of  the  dimensions  of  money,  for  example,  its  changing  value 
when  prices  rise.  a a 

2.  Likewise,  while  students  may  have  some  exposure  to  the  notion 
o banks,  it  is  unlikely  that  they  have  known  a variety  of  them 
an  therefore  be  able  to  imagine  them  as  social  institutions 
for  gathering  and  disbursing  funds. 

Learning  Situations 
A.  From  Teacher  to  Teacher 

The  flow  of J»ney  is  itself  the  expression  of  demand  for  goods  and 
services.  The  GNP  and  its  component  parts  were  examined  with  the 
aid  of  the  concept  of  money.  We  were  able  to  use  money  to  discuss 
the  flows  because  students  are  generally  familiar  with  money  in  their 
own  personal  experiences.  In  the  past  units  we  have  seen  how  the 
flows  may  be  affected  by  changes  in  supply  and  demand  (always  ex- 
pressed m monetary  terms)  but  we  have  not  attempted  to  see  how 

ThTLlllt ' fmay  aCt  T"  1 the  ,n  thJs  u"Jt  ^ will  examine 

the  nature  of  money  and  financial  institutions  so  that  in  Unit  13 

the  influence  of  money  on  the  flows  may  be  explained. 

Over  the  years  a great  variety  of  things  have  been  used  for  money, 
from  slaves,  cattle,  and  beads  to  paper,  precious  metals,  and  geZs. 

A definition  of  money,  therefore,  should  not  be  based  upon  outward 
physical  characteristics.  Furthermore,  the  money  which  is  used 

a?rhl<:CuPted  by  °ne  soc/etV  "V  not  be  acceptable  to  another  society. 
Although  money  may  not  be  defined  in  terms  of  outward  characteris- 
tics, it  can  be  defined  in  terms  of  the  functions  it  fulfills  in 
the  economy.  Through  the  example  of  the  prisoner  of  war  camp,  the 
first  situation  attempts  to  have  students  explore  the  basic  functions 

u-  ? medium  of  exchange,  2)  a measure  of  stan- 

41  a stnro  Uf’  ^1  3 veb'c*e  f°r  transferring  purchasing  power,  and 
4)  a store  of  value.  The  situation  is  concluded  by  pointing  out 

in  TV  cb°°se  several  items  to  be  used  simultaneously 

checks  ' the  f°Ur  funct,ons  of  "°ney,  namely  bills,  coins,  and 

™®  ®.ize  aJd  complexity  of  financial  operations  necessitates  the 
creation  of  financial  institutions  which  can  assure  the  society 
that  money  will  fulfill  its  four  basic  functions.  The  second  situ- 
ation concentrates  on  the  discovery  of  the  n~«d  for  financial  insti- 
tutions  and  the  need  tor  a variety  of  financial  institutions  to  fill 
a variety  of  financial  goals.  A role-playing  technique  is  used  to 
!™'ve'he  students  in  the  difficulty  of  carrying  out  financial 
transactions  without  the  services  of  a financial  institution.  The 

flnan!!.?  ^ ?!Ta"?ed  tou  !?r,in9  °ut  the  need  for  different  kinds  of 
financial  institutions  which  can  handle  a variety  of  financial  needs. 
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Concurrent  with  the  need  for  financial  institutions  is  the  need  for 
a flexible  money  supply,  as  demonstrated  in  the  third  situation. 

This  demonstrates  that  with  an  increase  in  production  and  population, 
a static  money  supply  complicates  the  problem  of  growth.  This  situ- 
ation emphasizes  the  need  for  flexibility  in  the  money  supply. 

% 

B.  Sequenced  Learning  Situations 

1.  First  Situation:  The  Functions  of  Money  (Student  Materials, 

page  631) 

a.  In  previous  units  we  have  used  the  term  “money11  quite  fre- 
quently and  freely  without  any  specific  qualifications. 

Since  the  term  is  familiar  to  the  students  from  their  ex- 
perience, no  difficulty  in  using  and  understanding  money 
has  occurred.  When  asked  to  define  money,  most  students 
may  cite  some  examples  of  things  which  may  be  used  as  money 
or  they  may  describe  it  as  something  which  may  be  used  as 

a medium  of  exchange  for  goods  and  services.  In  this  situ- 
ation we  will  be  seeking  an  operational  definition  of  money 
rather  than  a qualitative  one.  It  is  frequently  said  that 
money  is  what  money  does.  We  are  asking,  “What  does  money 
do?"  What  are  the  functions  which  money  performs? 

The  complexity  and  awkwardness  of  barter  economy  led  to  the 
invention  of  money  as  a medium  of  exchange.  The  primary 
function  of  money  is  as  a medium  of  exchange.  That  is, 
money  represents  a claim  on  goods  and  services  acceptable 
to  the  members  of  a society.  In  addition  to  serving  as  a 
medium  of  exchange,  money  also  functions  as  a vehicle  for 
transferring  the  ability  to  buy,  as  a standard  or  measure 
of  value  and  as  a store  of  value  through  the  saving  process. 
Anything  which  a society  designates  as  money  fulfills  these 
functions  to  some  degree. 

b.  An  investigation  into  the  functions  of  money  may  be  intro- 
duced by  asking  students  to  respond  to  the  following: 

Suppose  that  your  parents  gave  you  an  allowance  of  $1 
per  week.  List  all  possible  uses  you  could  make  of  it. 

As  the  class  responds  with  their  lists,  the  teacher  may  wish 
to  record  the  items  on  the  chalk  board.  The  following  is 
one  such  possible  list: 

Movies 

Candy 

Football  game 
Juke  boxes 
Savings  account 

Gift  (United  Appeal,  friend,  church) 

Lending 


345 


It  is  likely  that  students  will  at  first  think  only  of 
using  their  dollar  to  buy  goods  and  services.  The  teacher 
should  attempt  to  elicit  responses  leading  to  the  idea  of 
saving,  loaning  and  giving  money  as  possible  functions  of 
money.  This  may  be  done  by  asking  a few  leading  questions 
such  as: 

(1)  If  you  have  bought  all  you  desire  and  still  have  some 
money  left,  what  might  you  do  with  it? 

(2)  What  is  the  difference  between  the  function  of  your 
dollar  when  used  to  buy  goods  and  services,  when  used 
as  savings  and  when  given  away  or  loaned? 

These  are  suggested  quest ions--the  teacher  will  have 
to  use  his  own  judgment  as  to  the  amount  of  prodding 
necessary  to  lead  stucents  to  an  understanding  of  the 
basic  functions  of  money;  i.e.  to  view  money  as: 

(a)  a medium  of  exchange  (when  used  to  buy  goods  and 
services) 

(b)  a means  to  transfer  the  ability  to  buy  goods  and 
services  (when  used  as  a gift  to  United  Appeal  or 
when  loaned) 

(c)  a store  of  value  (when  used  as  savings) 

NOTE:  Hopefully,  previous  units  (7  & 8)  have  already 

made  it  clear  to  the  student  that  an  important  function 
of  money  is  its  use  as  a convenient  measure  of  the  value 
of  goods  and  services. 

c.  To  illustrate  the  basic  functions  of  money  and  the  require- 
ments which  money  must  meet  the  students  should  be  asked  to 
read  the  following  story: 

Welsh's  Warehouse 

"AchtungJ  Achtung,"  the  loud-speaker  blared  across  the  compound  of  Stalag 
X.  What  followed  was  a dismal  repetition  of  orders,  details  and  regulations 
which,  the  commandant  continually  reminded  the  American  Prisoners  of  War, 
were  necessary  for  the  operation  of  a "successful  Prisoner  of  War  camp." 

Standing  in  the  cold  December  breeze  the  prisoners  were  not  particularly 
impressed  with  Herr  Gratz1  appeal  for  a good  camp.  As  Dave  Welsh  from  New 
Jersey  commented  "Who  the  heck  wants  to  be  a successful  Prisoner  of  War?" 

On  this  particular  morning  however,  the  commandant  personally  made  the 
announcements  and  then  added  that  a special  treat  was  in  store  for  the  men  - 
International  Red  Cross  representatives  would  distribute  Red  Cross  Christmas 
boxes  to  all  prisoners  later  that  afternoon. 
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In  spite  of  the  barbed-wire  and  German  guards  there  was  an  almost  festive 
mood  as  the  prisoners  lined  up  to  receive  their  packages.  While  not  en- 
tirely starved  at  the  camp,  they  missed  the  variety  of  "state-side"  cooking 
and  eagerly  awaited  the  canned  fruit,  candy,  gum  and  even  the  hard  cookies 
which  were  usually  included  in  the  Red  Cross  gifts.  Another  item  which  was 
important  even  to  non-smokers  was  the  tobacco  and  cigarette  allowance. 

That  evening  the  barracks  were  the  scene  of  pre-Christmas  celebrations  as 
the  prisoners  traded  those  items  they  didn't  want  for  those  they  wanted. 
Razor  blades  were  swapped  for  candy,  gum  and  soap  by  some  of  the  prisoners 
who  were  young  enough  to  get  by  without  shaving.  Although  Dave  Welsh  was 
opposed  to  being  a successful  prisoner,  he  saw  no  harm  in  being  a successful 
trader  and  it  was  his  footlocker  which  became  the  center  of  activity  in  the 
weeks  following  a package  distribution.  With  a craving  for  candy  and  "soap 
that  lathers"  he  had  used  his  razor  blades  and  cigarette  ration  to  satisfy 
his  needs  and  also  build  up  enough  extra  to  satisfy  the  needs  of  others  - 
that  is  if  they  were  willing  to  trade  with  him.  Even  the  German  guards  were 
known  to  make  use  of  Dave's  supply  of  extras,  bringing  him  fresh  fruit  or 
eggs  in  exchange  for  the  much  coveted  American  tobacco  or  candy. 

At  first,  the  trading  around  Dave's  footlocker  was  quite  informal  and  there 
was  no  particular  rule  which  made  so  many  cigarettes  worth  so  much  soap. 
However,  after  a disagreeable  dispute  over  the  fact  that  Dave  had  charged 
one  man  five  cigarettes  for  one  candy  bar  while  charging  another  three  for 
the  same  kind  of  bar,  he  set  up  a rate  of  exchange  in  which  all  items  traded 
were  given  a cigarette  value.  On  the  next  trade  day  the  prisoners  watched 
Dave  pin  his  exchange  rate  above  his  locker.  It  read: 


NOTICE  TO  ALL  GIs 

From  November  1,  1944  the  following  exchange  rates  will  be 
official  at  "Welsh's  Warehouse": 

1 bar  soap  * 2 cigarettes 
1 candy  bar  = 4 cigarettes 
1 razor  blade  = 6 cigarettes 
1 can  fruit  * 8 cigarettes 
1 can  cookies  = 20  cigarettes 


Soon  Dave's  exchange  list  was  accepted  by  the  whole  camp  and  much  of  the 
friction  over  unfair  exchanges  or  favoritism  disappeared. 

Dave  wasn't  particularly  known  for  his  generosity  but  sometimes  he  was  per- 
suaded to  loan  cigarettes  to  men  who  had  used  up  their  own  ration,  and  on 
the  occasion  of  the  American  group  leader's  silver  wedding  anniversary  he. 
donated  some  cigarettes  so  that  the  German  cooks  could  be  bribed  into  baking 
a cake.  In  spite  of  all  the  difficulties  of  camp  life  "Welsh's  Warehouse" 
helped  make  it  a little  more  tolerable. 
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In  the  spring  of  1945,  however,  all  this  changed.  With  Allied  bombing 
missions  taking  a steady  toll  of  German  bridges  and  railroads  the  German 
authorities  began  to  use  Prisoners  of  War  as  repair  crews.  Dave  Welsh  was 
assigned  to  one  such  crew  and  was  gone  from  the  camp  for  almost  a week. 

And  what  a week  it  was— -heavy  spring  rains  made  road  and  bridge  work  extreme- 
ly difficult  and  when  Dave  returned  to  the  camp,  flooding  had  swamped  the 
barrack's  floor  and  left  the  contents  of  Dave's  locker  a soggy  mess.  Razor 
blades  were  rusted,  candy  bars  molded  and  the  cigarettes  fell  apart  as  Dave 
lifted  them  from  the  locker. 

A week  ago  Dave  had  been  the  center  of  camp  life  and  the  men  used  his  judg- 
ment as  the  measure  of  what  items  should  cost.  Now  he  could  hardly  give 
away  what  last  week  had  been  the  most  valuable  items  in  the  camp.  One  heavy 
spring  rain  had  changed  him  from  a successful  trader  to  just  another  success- 
ful prisoner  of  war. 

After  reading  "Welsh's  Warehouse"  the  teacher  should  engage 
the  students  in  a discussion  using  these  questions  to  focus 
upon  the  functions  of  money  and  the  basic  requirements 
which  money  must  meet. 

(1)  Describe  the  economic  functions  which  cigarettes  served 
in  the  camp. 

(2)  How  similar  was  the  POW  use  of  cigarettes  to  our  own 
use  of  dollars? 

(3)  Why  were  cigarettes  used  at  all? 

(4)  What  advantages  did  cigarettes  have  over,  say  canned 
fruit? 

(5)  What  disadvantages  did  they  have  compared  to  dollars? 

(6)  In  order  for  an  item  to  be  used  as  money,  what  condi- 
tions must  it  fulfill? 

Another  approach  might  be  to  give  the  students  the  three 
basic  functions  of  money  and  have  them  identify  these  func- 
tions in  the  story. 

For  example:  How  were  cigarettes  used  as  a medium  of 

exchange,  as  a standard  of  value,  as  a means  of  trans- 
ferring the  ability  to  buy? 

Similarly,  the  basic  requirements  which  money  should  meet 
may  be  listed,  and  students  may  be  asked  to  relate  the  re- 
quirements to  the  story. 

e.g.  For  an  item  to  be  used  as  money  it  must  be:  durable, 
transferable,  and  acceptable.  In  what  ways  do  the  items 
in  "Welsh's  Warehouse"  meet  or  fail  to  meet  these  basic 
requirements? 
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d.  At  this  point  the  teacher  should  indicate  that  there  are 
different  forms  of  money  in  existence.  Some  primitive 
societies  use  shells,  fishing  hooks,  and  stones  as  money. 
Even  in  i ndustrial 1 y advanced  societies  several  things  may 
function  as  money.  The  following  dialogue  shows  how  check- 
ing deposits  are  a form  of  money. 

Checks  as  Money 

Setting:  Hal  has  just  started  his  new  job  as  a paperboy  and  wants  to  open 

a bank  account  in  which  he  could  deposit  his  newly  earned  money.  He  is  now 
at  the  bank  talking  to  the  banker,  Mr.  Glick. 


Mr.  Glick:  May  I help  you? 

Hal:  Yes,  I am  earning  my  own  money  now,  and  I would  like  to  open  a 

bank  account. 

Mr.  Glick:  Do  you  want  to  start  a savings  account  or  a checking  account? 

Hal:  I don't  know.  What  is  the  difference  between  the  two? 

Mr.  Glick:  With  a checking  account  you  bring  your  money  into  the  bank  and 

give  it  to  one  of  our  tellers  who  will  make  an  entry  on  your 
account  telling  how  much  you  deposited.  Then  you  can  write 
checks  to  other  people  on  the  account  which  you  have  acquired. 
When  a check  is  cashed,  the  amount  is  subtracted  from  your 
account. 

Hal:  That  makes  it  sound  really  simple.  Everything  is  right  there 

on  paper  to  see.  What  is  the  difference  between  this  and  a 
savings  account? 

Mr.  Glick:  With  a savings  account  you  can  not  write  checks.  The  only  way 

you  can  use  the  money  is  to  come  in  and  ask  for  a withdrawal. 
With  a checking  account  you  do  not  really  need  cash  because  you 
can  write  a check  which  serves  the  same  purpose. 

Hal:  Checks  are  really  another  kind  of  money,  aren't  they?  Which 

would  be  the  best  kind  of  account  for  me?  I am  going  to  have 
to  pay  the  newspaper  company  for  my  papers  every  week,  and  I 
still  owe  $20  on  my  bike.  Also,  my  Dad  thinks  I ought  to  learn 
to  keep  track  of  my  money.  He  says  I don't  know  what  I spend 
it  on. 

Mr.  Glick:  Well,  in  that  case  I think  a checking  account  would  be  best  for 

you.  Then  you  could  just  write  a check  to  the  newspaper  and  the 
bicycle  shop. 

Hal:  Ye$,  I think  you're  right.  Do  a lot  of  people  have  checking 

accounts? 


Mr. 

Hal 

Mr. 

Hal 

Mr. 

Hal ; 
Mr. 

Hal: 
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Glick:  Yes  they  Jo.  Today  people  in  the  United  State;'  have  about  $38 

* or'?"!!1"  th®  f°rm  ?!  Coin  and  currency»  but  they  have  over 
$125  billion  in  checkbook  money.  In  fact,  it  is  estimated 

that  Americans  use  checks  for  about  76  per  cent  of  the  money 
value  of  all  goods  and  services. 

1 

: Wow!  I can't  even  imagine  that  much  money.  I have  another 

question.  If  people  pay  me  with  a check,  do  I have  to  change 
it  into  cash  before  I can  deposit  it  in  my  account? 

Glick:  No.  You  can  deposit  it  as  you  would  coins  or  currency.  The 

bank  will  then  credit  this  amount  to  your  account  and  subtract 
from  the  account  of  the  person  who  wrote  the  check. 

You  mean  no  money  is  really  exchanged? 

Glick:  Right!  It's  simply  a matter  of  subtracting  from  one  account 

and  adding  to  another. 

But  what  if  a person  who  has  a checking  account  in  another  bank 
gives  me  a check?  Do  you  just  go  to  the  other  bank  and  get  the 

money  from  them,  or  do  I have  to  cash  this  check  before  I make 
a deposit? 

Glick:  No.  You  can  still  deposit  the  check  in  your  account.  This  is 

because  most  banks  have  accounts  in  the  Federal  Reserve  Bank. 

The  amount  of  the  check  you  deposit  with  us  will  be  added  on* 
to  our  account  and  subtracted  from  the  account  of  the  other  bank. 
This  is  all  done  very  quickly.  In  fact,  it  only  takes  a few 
days  for  banks  on  different  sides  of  the  country  to  balance 
their  accounts,  although  it  used  to  take  weeks. 

Thank  you,  Mr.  Glick.  I never  realized  what  was  involved  in  a 
checking  account.  Nov;  I would  like  to  open  one  so  that  I can 
use  it  for  myself. 

Questions  to  focus  discussion: 

(1)  What  are  the  different  kinds  of  money  mentioned  in  the 
story? 

(2)  In  what  way  do  checks  fulfill  the  functions  and  require- 
ments of  money? 

(3)  In  what  way  do  they  not? 

2.  Second  Situation:  Financial  Institutions  (Student  Materials 

page  no)  * 

a.  Because  we  all  use  money  (different  forms  of  currency)  every 
day,  we  have  the  tendency  to  forget  that  money  is  a symbol 
and  has  value  only  when  people  agree  to  its  worth.  This  idea 
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was  implied  in  Unit  1 1 when  we  discussed  the  changing  buy™ 
ing  power  of  money  due  to  inflation  and  deflation.  In  other 
cultures  and  at  other  times  people  have  used  many  different 
kinds  of  things  in  the  way  paper  money  and  coins  are  used 
today.  Cattle,  circular  stones,  slaves,  beads,  nails,  and 
cigarettes  have  all  served  as  media  of  exchange.  AH  these 
various  types  of  money  have  one  thing  in  common.  That  is 
that  sizable  groups  of  persons  have  enough  confidence  in 
these  items  to  use  them  as  a basis  for  exchanging  other 
goods  and  services.  Agreement  about  what  is  to  be  used  as 
money  is  essential.  If  there  is  no  agreement,  then  the 
economy  is  a trade  or  barter  economy. 

Since  many  different  articles  may  be  used  as  money,  what  is 
used  as  money  may  be  changed  from  time  to  time,  these  changes 
occur  when  many  people  lose  confidence  in  the  old  form  of 
money  or  when  many  people  begin  to  value  some  other  article 
more  than  the  old  form  of  money. 

b.  The  main  idea  expressed  above  was  '.hat  money  is  a social 

invention.  Items  such  as  cigarettes,  beads,  gold,  and  dol- 
lar bills  continue  to  be  used  as  money  so  long  as  a group 
of  persons  place  confidence  in  the  items.  Over  a long  period 
of  time  it  is  important  that  a society  be  flexible  as  to 
what  it  regards  as  money,  but  too  much  flexibility  over  a 
short  period  of  time,  say  twenty  years,  does  not  lead  to  a 
feeling  of  confidence.  To  protect  itself  from  too  rapid  a 
change  in  its  monetary  units,  society  invents  institutions 
to  regulate  its  money.  Various  kinds  of  financial  institu- 
tions, both  public  and  private,  have  been  developed  to  regu- 
late money.  In  this  learning  situation  we  will  discuss  the 
development  and  operation  of  private  financial  institutions. 
Public  financial  institutions  and  their  relationship  with 
private  financial  institutions  will  be  studied  in  Unit  13. 

The  following  demonstration  involves  the  students  in  a sit- 

Iuation  which  shows  the  need  for  a financial  institution  to 

act  as  a clearinghouse  for  persons  who  wish  to  borrow  money 
f and  for  persons  who  wish  to  lend  money.  It  illustrates  one 

reason  why  a society  is  led  to  the  invention  of  a bank. 

Later,  we  will  investigate  other  services  which  banks  per- 
form and  how  different  kinds  of  banks  specialize  in  various 
services. 

Preparation:  Before  the  demonstration  begins,  certain  definitions  and  rules 

must  be  given. 

Definitions: 

1.  Net  worth — Mr.  Miller  owns  an  automobile  valued  at  $2,000, 
a house  worth  $18,000,  furniture  and  appliances  valued 
at  $3,000,  and  $2,000  in  savings.  He  owes  $6,000  to  the 
bank  and  $4,000  to  his  father.  We  can  list  the  value  of 
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all  the  things  he  owns  in  one  column  called  assets  and 
all  the  debts  he  owes  in  another  column  called  liabili- 
ties. 


Assets 

Liabi 1 it i 

$ 2,000 

$ 6,000 

18,000 

4,000 

3,000 

2.000 

* 

$25,000 

$10,000 

By  subtracting  his  liabilities  ($10,000)  from  his  assets 
($25,000)  we  obtain  his  net  worth  which  is  $15,000.  Net 
worth  is  a person's  assets  minus  his  liabilities. 

2.  Financial  intentions--ln  this  demonstration  the  term 
financial  intention  means  the  desire  of  a person  to  borrow 
money  or  lend  money  or  both  borrow  and  lend  money. 

3.  Level  of  risk — In  this  demonstration  the  financial  inten- 
tions of  certain  persons  are  described  as  a willingness 
to  lend  money  to  other  persons  at  various  levels  of  risk. 
What  are  the  chances  that  the  loaned  money  will  not  be 
repaid?  This  is  the  simple  notion  of  risk  used  in  this 
demonstration.  The  levels  of  risk  are  numbered  in  a scale 
from  one  to  six  with  the  following  meaning  attached  to 
each  number: 


6. 

extreme  risk 

3. 

average  risk 

5. 

high  degree  of  risk 

2. 

low  degree  of  risk 

4. 

moderate  risk 

1. 

very  little  risk 

The 

higher  the  number  is, 

the 

greater  the  risk. 

Demonstration:  Every  student  in  the  class  will  be  assigned  a role  to  play 

in  the  demonstration.  The  list  below  contains  descriptions 
of  the  net  worth  and  financial  intentions  of  an  imaginary 
group  of  persons.  The  teacher  will  assign  a letter  (A,  B, 

C Z)  or  a Roman  numeral  (I,  II,  III X)  to  each  student. 

At  the  teacher's  signal  each  student  will  move  about  the 
room  trying  to  find  some  other  person  whose  financial  in- 
tentions fit  with  his  own.  For  example,  person  R who  wishes 
to  borrow  $1,000  locates  person  X who  is  willing  to  make  a 
loan  at  the  risk  4 level.  Person  X then  locates  someone 
else  to  loan  the  remainder  of  his  money.  After  three  minutes, 
the  teacher  will  determine  how  many  students  were  able  to 
satisfy  the  financial  intentions  of  their  assigned  role. 

Each  student  whose  role  calls  for  a willingness  to  lend 
money  at  a certain  level  of  risk  will  have  to  judge  the  level 
of  risk  of  the  person  seeking  a loan.  This  judgment  is 
based  on  the  net  worth  of  the  person  seeking  the  loan  and 
on  the  amount  of  money  he  desires  to  borrow. 
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Person 


A 

B 


C 

D 

E 


F 

G 


Rule  1 : Every  student  seeking  a loan  must  properly  identify 

himself  by  letter  or  Roman  numeral  so  that  the  student  who 
has  money  to  lend  can  check  his  net  worth  on  the  Demonstra- 
tion List. 


Rule  2:  Each  student  will  carry  a piece  of  paper  and  a 

pencil  with  which  he  will  record  all  transactions.  For 
example: 

Student's  Name--Stephen  Lentz 
Assigned  Role--H 

T ransact ions : 

1.  Borrowed  $1,000  from  Jerry  Wells  (M) 

2.  Borrowed  $1,000  from  Susan  Zilch  (I) 

3.  Loaned  $5,000  to  Peter  Kranch  (P) 

The  teacher  will  assign  each  student  a role.  Have  the 
students  prepare  their  papers  as  described  above  and  direct 
them  to  wait  for  your  signal  to  start. 

Note:  Certain  classroom  situations  may  preclude  the  use  of 

the  active  demonstration  described  here.  In  this  case,  a 
discussion  of  the  difficulties  involved  in  getting  persons 
with  different  financial  intentions  together  wi thout  a bank 
may  develop  from  an  inspection  of  the  Demonstration  List. 


Demonstration  List 


Net  Worth 
$ 10,000 
25,000 

20,000 

15,000 

50,000 

50,000 

100,000 


F i nanci a 1 Intentions 


Willing  to  lend  $1,000  at  the  risk  2 level. 

Willing  to  lend  $3,000  at  the  risk  2 level 
and  willing  to  lend  $2,000  at  the  risk  4 
1 evel . 

Seeking  a loan  of  $3,000  and  willing  to 
lend  $1,000  at  the  risk  1 level. 

Seeking  a loan  of  $5,000. 

Willing  to  lend  $10,000  at  the  risk  2 level 
and  $5,000  at  the  risk  4 level  and  $2,000 
at  the  r i sk  6 1 evel . 

Seeking  a loan  of  $20,000. 

Willing  to  lend  $30,000  at  the  risk  3 
level,  $10,000  at  the  risk  5 level,  and 
$2,000  at  the  risk  6 level. 
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Demonstration  List  (Continued) 


Person 

Net  Worth 

Financial  Intentions 

H 

$ 30,000 

Seeking  a loan  of  $5,000  and  willing  to 
lend  $2,000  at  the  risk  1 level. 

1 

10,000 

Willing  to  lend  $1,000  at  the  risk  2 
level  and  $1,000  at  the  risk  1 level. 

J 

20,000 

Willing  to  lend  $3,000  at  the  risk  2 
level  and  $1,000  at  the  risk  5 level. 

K 

5,000 

Seeking  a loan  of  $1,000. 

L 

5,000 

Seeking  a loan  of  $10,000. 

M 

5,000 

Willing  to  lend  $1,000  at  the  risk  1 level 

N 

3,000 

Seeking  a loan  of  $3,000. 

0 

10,000 

Seeking  a loan  of  $20,000. 

P 

10,000 

Seeking  a loan  of  $10,000. 

Cl 

2,000 

Seeking  a loan  of  $5,000. 

R 

1,000 

Seeking  a loan  of  $1,000. 

S 

2,000 

Seeking  a loan  of  $1,000. 

T 

5,000 

Seeking  a loan  of  $5,000. 

U 

1,000 

Seeking  a loan  of  $5,000. 

V 

1,000 

Seeking  a loan  of  $1,000. 

w 

20,000 

Seeking  a loan  of  $50,000. 

X 

100,000 

Willing  to  lend  $30,000  at  the  risk  2 
level  and  $10,000  at  the  risk  4 level. 

Y 

200,000 

Willing  to  lend  $30,000  at  the  risk  3 
level . 

Z 

500,000 

Willing  to  lend  $100,000  at  the  risk  2 
level,  $50,000  at  the  risk  4 level  and 
$10,000. at  the  risk  5 level. 

9 


SL  w*x*?*?-*-.Zs** 
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Demonstration 

List  (Continued) 

Person 

Net  Worth 

Financial  Intentions 

I 

$ 45,000 

Seeking  a loan  of  $20,000. 

II 

20,000 

Seeking  a loan  of  $30,000. 

III 

20,000 

Willing  to  lend  $5,000  at  the  risk  1 level. 

IV 

75,000 

Seeking  a loan  of  $100,000. 

V 

200,000 

Seeking  a loan  of  $300,000. 

VI 

30,000 

Seeking  a loan  of  $10,000  and  willing  to 
lend  $3,000  at  the  risk  2 level. 

VII 

20,000 

Seeking  a loan  of  $40,000. 

VIII 

10,000 

Willing  to  lend  $2,000  at  the  risk  1 level 
and  $1,000  at  the  risk  2 level. 

IX 

25,000 

Willing  to  lend  $5,000  at  the  risk  3 
level  and  $1,000  at  the  risk  6 level. 

X 

5,000 

Seeking  a loan  of  $1,000. 

c.  Suggested  questions  to  focus  discussion  following  the 

demonstration: 

(1)  The  demonstration  illustrated  the  difficulty  of  making 
financial  transactions  on  a person-to-person  basis. 

What  things  account  for  this  problem?  How  could  these 
difficulties  be  minimized?  Project  the  confusion  of 
this  small  demonstration  to  the  transactions  of  an  en- 
tire society,  say  the  U.  S. 

(2)  In  what  ways  could  the  transactions  between  borrowers 
and  lenders  be  made  easier  and  safer? 

(3)  In  simple  terms,  what  is  a bank? 

(4)  What  other  services,  besides  helping  borrowers  and 
lenders,  could  banks  perform? 

(5)  In  the  demonstration  we  found  that  different  levels  of 
risk  are  involved  in  the  lending  of  money.  How  might 
these  different  levels  of  risk  lead  to  specialization 
among  banks?  In  our  society  not  all  of  these  special- 
ized institutions  are  called  banks.  What  other  names 
are  used  for  institutions  whose  purpose  is  to  deal  with 
financial  matters?  How  do  these  other  institutions 
differ  from  one  another? 
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3.  Third  Situation:  A Flexible  Money  Supply  (Student  Materials, 

page  638) 

a.  In  the  first  learning  situation  we  saw  the  functions  and 
requirements  of  money.  In  the  second  situation  we  saw  the 
needs  for  banks  or  other  financial  institutions  through  the 
havoc  that  would  be  created  without  them.  In  this  learning 
situation  we  are  going  to  see  that  not  only  must  we  have 
banks,  but  it  may  be  helpful  to  have  a flexible  money  supply. 

b.  The  demonstration  which  follows  will  attempt  to  show  that 
if  the  money  supply  is  fixed  an  increase  in  both  popula- 
tion and  production  may  require  changes  in  the  money  supply. 

We  are  assuming  that  we  wish  to  keep  the  same  price  level, 
that  is,  not  change  the  value  of  money. 

(1)  The  teacher  should  choose  six  people  from  the  class 
and  provide  them  with  six  products  and  with  money. 

These  products  should  differ  in  value,  and  it  is  under- 
stood that  they  are  equally  desirable  to  all  of  the 
students  participating.  The  money  should  be  divided 
so  that  one  player  gets  six  dollars,  three  players  get 
four  dollars  and  two  players  get  two  dollars.  An  example 
of  such  a distribution  is  given  below: 


NAMES 

AMOUNT  OF  MONEY 

PRODUCT 

COST 

Phil 

$6 

Record  Album 

$6 

Heather 

$2 

Paper  back  book 

$2 

Sue 

$4 

Pen 

Tim 

$4 

Cologne 

Heidi 

$2 

Notebook 

$2 

Peter 

$** 

Ski  Hat 

$4 

The  players  will  now  attempt  to  buy  other  products  and 
sell  their  own  to  the  other  students  who  are  partici- 
pating. This  should  be  allowed  to  proceed  for  some 
short  period  of  time  until  each  of  the  students  has 
made  several  transactions.  His  money  supply  may  be  the 
same  as  that  with  which  he  started  or  it  may  be  al- 
tered. Likewise,  he  may  have  the  same  good  or  a dif- 
ferent one. 

(2)  Each  student  is  now  given  a duplicate  of  his  original 
product  so  that  there  are  twice  as  many  products  with 
the  same  number  of  people  attempting  to  exchange  goods. 
This  demonstrates  the  problem  of  increased  productivity 
for  it  is  assumed  that  each  student  was  able  to  manu- 
facture an  additional  product  through  increased  effi- 
ciency or  technology.  This  will  cause  problems,  how- 
ever, because  the  student  will  not  be  able  to  satisfy 
his  desires  with  the  total  money  supply  and  prices  re- 
maining constant.  The  students  are  now  instructed  to 
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continue  the  type  of  exchange  which  was  carried  on 
earlier,  but  with  the  increased  number  of  products. 

The  teacher  should  allow  this  attempt  at  exchange  to 
continue  for  some  period  of  time  while  the  students 
attempt  to  make  transactions. 

(3)  Six  more  students  are  now  introduced  into  the  game. 

Each  of  the  already  participating  students  give  half 
of  their  goods  and  half  of  their  money  to  the  new  par- 
ticipants. These  new  people  can  be  thought  of  as  rel- 
atives who  have  just  migrated  to  this  economy.  The 
existing  residents  are  sharing  their  goods  with  the 
newcomers.  These  twelve  students  will  then  try  to  buy 
and  sell  products  from  each  other  at  their  original 
prices  and  with  the  original  amount  of  money.  Thl" 
will  demonstrate  an  incs’ease  in  population.  The  prob- 
lems of  "stretching"  a constant  money  supply  will  be 
readily  apparent  when  the  students  are  able  to  satisfy 
only  a few  of  their  wants. 

Questions  to  focus  discussion  following  the  demonstration: 

(1)  What  happened  when  additional  products  were  added  to 
the  economy?  Why  did  this  happen?  What  is  a possible 
solution? 

(2)  What  happened  when  the  population  was  increased?  Why 
did  this  happen?  What  is  a possible  solution? 

The  teacher  must  understand  that  this  is  only  an  approxima- 
tion of  reality  for  neither  goods  nor  population  would  make 
such  a sudden  jump  without  other  factors  being  varied.  Also, 
it  would  probably  happen  as  a joint  movement  rather  than 
separately  as  it  has  been  demonstrated.  Therefore,  care 
must  be  taken  to  point  out  that  this  demonstration  is  not 
to  be  taken  as  an  example  of  reality,  but  rather  an  approx- 
imation of  it. 

With  these  reservations  in  mind  we  can  ask  several  other 
questions. 

(1)  How  could  a money  supply  be  made  flexible? 

(2)  Where  would  an  additional  money  supply  come  from? 

(3)  Would  printing  extra  money  solve  any  problems? 

In  the  next  unit  we  will  examine  how  a society  creates  a 
flexible  money  supply.  The  above  questions  are  linkages  to 
the  concepts  in  the  next  unit  and  can  serve  as  a lead-in  to 
the  next  learning  situation. 


THE  FLOW  OF  GOODS  AND  SERVICES  AND  THE  FLOW  OF  MONEY 
Unit  13:  Monetary  and  Fiscal  Policies 

Part  I:  Sequenced  Outline 


In  this  unit  we  will  be  probing  further  the  role  of  money  and  financial 
institutions  in  the  flow  of  money.  We  will  demonstrate  how  the  banks 
and  the  Federal  Reserve  System  influence  the  money  supply  and  how  such 
policies  may  affect  the  price  level  and  also  the  size  of  the  GNP.  We 
will  be  mainly  concerned  with  monetary  policies,  but  we  will  point  out 
how  they  may  work  in  harmony  or  conflict  with  fiscal  policies,  the 
latter  meaning  the  effects  of  governmnnt  receipts  and  expenditures  on 
the  level  of  output.  (See  Unit  11.) 

The  major  theme  of  this  unit  is  the  need  for  a flexible  money  supply 
and  how  commercial  banks  and  the  Federal  Reserve  System  may  provide 
f lexibi 1 i tv. 

A.  A flexible  money  supply  means  that  the  supply  can  be  increased  or 
decreased  to  meet  the  demands  of  the  economy.  Another  dimension  of 
a flexible  money  supply  is  the  ability  to  influence  the  direction 
of  the  flow  of  money,  that  is,  who  will  be  allowed  to  borrow  and 
under  what  terms. 

B.  Illustrations  of  the  need  for  a flexible  money  supply: 

1.  Seasonal  expansions  and  contractions,  e.g.  at  Christmas  time 
there  is  a need  for  more  currency. 

2.  If  the  output  of  goods  and  services  increases,  an  increase  in 
the  money  supply  will  tend  to  stabilize  prices,  that  is,  the 
price  level. 

3.  If  the  economy  is  operating  at  less  than  full  employment,  an 
expandable  money  supply  is  a way  of  putting  idle  resources  to 
work. 

4.  If  prices  are  rising,  it  is  possible  to  stabilize  the  price 
level  through  monetary  policies  restricting  the  money  supply. 

C.  The  need  for  a flexible  money  supply  raises  the  question,  "Who  will 
be  responsible  for  influencing  the  money  supply?" 

We  will  first  examine  the  role  of  commercial  banks  in  influencing  the 
money  supply. 

A.  The  commercial  bank,  like  any  other  financial  institution,  may  de- 
termine how  much  wi 1 1 be  loaned  and  to  whom.  In  other  words,  the 
banker's  judgment  will  influence  the  quantity  and  direction  of  the 
flow  of  money  through  his  institution.  We  discussed  this  respon- 
sibility in  the  previous  unit. 
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B.  But  commercial  banks  also  have  the  power  to  create  deposits.  Since 
the  demand  deposits  which  they  may  create  are  part  of  the  money  sup 
ply,  the  commercial  banks  may  therefore  influence  the  money  supply. 

C.  The  creation  of  demand  deposits  may  be  illustrated  through  the 
following  highly  simplified  balance  sheet: 


1.  In  this  high  simplified  illustration,  the  bank  is  assumed  to 
hold  by  law  20%  of  the  original  deposit  of  $300  (i.e.  $60) . 

2.  When  the  loan  is  made  for  cash,  it  is  assumed  that  the  bank 
lends  all  of  its  cash  and  receives  in  place  of  it  a promissory 
note  indicating  that  the  borrower  owes  the  bank  $340.  No  entry 
is  made  for  the  computation  of  interest  or  discount,  again  to 
keep  the  illustration  simple. 

3.  If  the  loan  had  been  made  in  the  form  of  a deposit  credit,  then 
the  maximum  expansion  would  be  the  creation  of  $1,700  in  demand 
deposits  and  the  $340  would  be  counted  as  part  of  the  legal 
reserves  of  the  bank.  Computation: 

$340  = 20%  x 
x = $1,700 

Again  no  entry  has  been  made  for  interest  or  discount. 

4.  The  balance  sheet  indicates  the  maximum  expansion  possible  for 
the  banking  system  with  a given  amount  of  reserves  and  a given 
reserve  ratio.  However,  the  bank  system  does  not  lend  all  of 
its  cash  or  immediately  expand  demand  deposits  to  a maximum,  nor 
does  a single  bank  do  so. 
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5.  Hence,  it  is  important  to  know  the  process  of  expansion.  A 
single  bank  may  lend  as  a deposit  credit  its  excess  reserves, 
that  is,  $340  but  the  following  table  shows  that  an  expansion 
of  deposits  for  the  banking  system  may  still  take  place: 


Excess  Reserves  Loan 


Bank  A $ 340.00  $ 340.00 
Bank  B 272.00  272.00 
Bank  C 217-60  217.60 
Others  870.40  870.40 

$1 ,700.00  $1,700.00 


Note:  The  deposit  credit  created  by  Bank  A is  deposited  in 

Bank  B.  Bank  B must  hold  20%  and  therefore  has  excess  reserves 
of  $272.00.  The  process  may  be  repeated  until  the  maximum 
expansion  possible  with  the  reserve  of  $340  and  20%  required 
reserve  is  achieved. 

Note:  The  process  of  expansion  would  also  take  place  if  the 

person  to  whom  Bank  A made  the  first  loan  then  drew  a check  in 
favor  of  another  person  who  deposited  it  to  his  account  in  the 
same  bank.  Bank  A would  then  have  $272  in  excess  reserves,  etc. 

D.  The  commercial  banker's  ability  to  lend  depends  therefore  on  its 
excess  reserves.  These  reserves  may  arise  from  stockholders,  from 
original  deposits  and  from  other  sources  where  reserves  may  be  ac- 
quired. We  now  turn  to  the  Federal  Reserve  System  and  examine  how 
it  may  influence  the  lending  (including  the  creation  of  deposits) 
by  commercial  banks. 

IV.  The  Federal  Reserve  System  may  be  summarized  in  terms  of  (a)  its  orga- 
nization and  (b)  its  functions. 

A.  The  organization  of  the  Federal  Reserve  System  is  usually  over- 
emphasized. The  main  point  is  that  the  Federal  Reserve  Banks  are 
owned  by  member  banks  but  the  Board  of  Governors  is  appointed  by 
the  President  of  the  United  States.  Although  privately  owned,  the 
Federal  Reserve  System  operates  as  a public  institution. 

B.  We  wish  to  place  major  emphasis  on  the  function  of  the  Federal 
Reserve  System,  that  is,  its  influence  through  monetary  policies. 

We  will  focus  on  the  relations  of  the  Federal  Reserve  System  to 
commercial  banks. 

1.  We  already  know  that  a bank's  capacity  to  lend  depends  upon  the 
amount  of  its  excess  reserves  and  the  reserve  ratio  against  de- 
posits which  it  is  required  to  hold. 

2.  The  Federal  Reserve's  influence  over  the  lending  of  commercial 
banks,  therefore,  rests  primarily  on  its  ability  to  influence 
the  commercial  banks'  reserves  and  reserve  ratio.  The  variables 
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to  be  affected  and  the  Federal  Reserve's  influence  may  be 
summarized  as  follows: 


Amt.  of 

Commercial  Bank 
Reserves 


Reserve  Loans  (including 

Ratio  created  deposits) 


$100 


20% 


$500 


Federal  ) Rediscounting 
Reserve  ) 

Influence)  Open  Market  Operations 


Changing  Reserve 
Ratio 


3.  Brief  explanation,  pointing  primarily  to  the  Federal  Reserve's 
influence  over  the  money  supply  by  influencing  the  commercial 
bank's  ability  to  lend.  For  more  technical  information,  a 
textbook  in  economics  should  be  consulted. 


a.  Rediscounting:  A member  bank  may  take  certain  eligible 

instruments  (I.O.U.'s  received  from  businessmen,  etc.)  to 
the  Federal  Reserve  System  and  the  Federal  Reserve  will 
give  the  member  bank  an  increase  in  its  deposits  at  the 
Federal  Reserve,  thus  increasing  the  member  bank's  reserves. 

b.  Open-market  operations:  When  the  Federal  Reserve  System 

wants  to  increase  the  member  bank's  reserves,  it  will  buy 
government  bonds  from  individuals  or  banks.  When  the  check 
of  the  Federal  Reserve  System  clears,  the  member  bank's 
deposits  (reserves)  are  increased.  The  opposite  effect  is 
achieved  when  the  Federal  Reserve  System  sel Is  government 
securities. 

c.  Reserve  ratio:  The  Federal  Reserve  System  has  the  power  to 

raise  or  lower  reserve  ratios  within  a range.  The  required 
ratios  and  range  are  reported  in  the  Federal  Reserve  Bulletin. 
In  our  illustrations,  we  used  20%  because  it  was  easier  to 
make  computations.  At  present,  the  following  ratios  are 
required  of  member  banks: 

Demand  Deposits  Time  Deposits 


Reserve 

Max. 

Min. 

Present 

Max. 

Min. 

Present 

City  Banks 

22% 

10% 

16  1/2% 

6% 

3% 

4% 

Country  Banks 

14% 

7% 

12% 

6% 

3% 

4% 

Now,  let  us  summarize  briefly  the  relations  of  commercial  banks,  the 
Federal  Reserve  System,  and  fiscal  policies  in  the  money  supply: 

A.  Commercial  banks  have  a range  of  choices  in  the  quantity  and  direc- 
tion of  their  lending.  Their  ability  to  lend  may  be  influenced  by 
monetary  policies  of  the  Federal  Reserve  System. 
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B.  Monetary  policies  of  the  commercial  banks  and  the  Federal  Reserve 
System  influence  the  terms  of  credit  (willingness  to  lend,  interest 
rates,  etc.)-  Such  monetary  policies  affect  the  money  supply.  But 
fiscal  policies  of  the  Federal  Government  also  affect  the  money  sup- 
ply, both  in  quantity  and  direction,  since  receipts  and  expenditures 
will  affect  the  flow  of  money. 

C.  Monetary  policies  and  fiscal  policies  may  work  together  to  stimu- 
late the  economy  or  restrain  inflation.  Monetary  policies  and 
fiscal  policies  may  also  be  in  conflict,  e.g.  fiscal  policies  may 
be  directed  towards  stimulating  economic  growth,  but  if  such  stim- 
ulation causes  prices  to  rise,  monetary  policies  directed  at  the 
inflation  could  be  in  conflict  with  fiscal  policies  aimed  at  stim- 
ulating expansion. 
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THE  FLOW  OF  GOODS  AND  SERVICES  AND  THE  FLOW  OF  MONEY 
Unit  13:  Monetary  and  Fiscal  Policies 

Part  II:  Outline  of  Teaching  Suggestions 


Comments  on  the  Content 

A.  Problems  in  teaching  the  concept 

1.  It  was  pointed  out  in  the  previous  unit  that  familiarity  with 
money  could  prove  to  be  an  obstacle  in  learning  more  about 
money.  Likewise,  banks  are  usually  thought  of  gathering  in  and 
disbursing  savings,  but  the  more  significant  dimensions  of  af- 
fecting the  quantity  and  direction  of  the  flow  of  money  are  not 
usua 1 1 y apprec i ated . 

2.  The  power  of  the  commercial  banks  to  create  deposits  when  they 
make  a loan  is  not  generally  known  nor  understood.  In  this 
unit,  we  have  not  had  space  nor  time  to  treat  the  evolution  of 
money,  but  it  would  help  both  teacher  and  student  to  know  how 
money  evolved.  Perhaps,  the  two  most  important  points  are: 

(a)  printed  money,  like  deposits,  have  only  a fractional  reserve 
behind  the  total  issue  and  (b)  the  power  of  commercial  banks 
to  create  deposits  is  a descendant  of  the  times  and  practices 
when  commercial  banks  could  issue  their  own  printed  money. 

3.  The  notion  of  a flexible  money  supply  is  not  one  that  people 
encounter  in  their  personal  contacts  with  the  economy.  Nor  is 
it  likely  that  they  realize  that  an  institution,  particularly 
a private  one,  e.g.  a commercial  bank,  could  be  entrusted  with 
such  power.  Finally,  the  problem  of  who  will  be  responsible 
for  the  money  supply  is  surely  not  in  the  everyday  experience 
of  either  adults  or  youngsters. 

B.  The  concept  as  part  of  the  unfolding  structure 

1.  Scarcity;  The  discussion  of  scarcity  has  mainly  dealt  with  the 
relation  of  wants  to  goods  and  services.  In  this  unit,  the  dis- 
cussion of  the  flexible  money  supply  Indicates  that  one  may 
speak  of  the  supply  and  demand  for  money  and  the  role  of  commer- 
cial banks  and  the  Federal  Reserve  System  in  relating  the  supply 
and  demand  for  money. 

2.  Flows:  In  the  discussion  of  the  need  for  a flexible  money  sup- 

ply, Several  major  points  relate  the  money  supply  and  levels  of 
output,  price  levels  and  inflation.  All  of  these  are  elements 
in  the  flows. 

3.  Coordination:  The  need  for  a flexible  money  supply  and  the 

responsibilities  of  commercial  banks  and  the  Federal  Reserve 
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System  indicate  the  problem  of  coordination  of  monetary  policies 
with  the  monetary  needs  of  the  economy. 

4.  Marginal  analysis:  Although  bankers  do  not  use  the  term 

'toargi nal i sm",  their  policies  often  rest  upon  percentage  changes 
in  their  sources  and  uses  of  funds  from  one  point  in  time  to 
another.  Such  comparisons  are  real ly  marginal  analysis. 

5.  Institutions:  It  was  pointed  out  earlier  that  customs  and  laws 

influence  the  operation  of  financial  institutions.  In  this 
unit,  the  responsibilities  for  the  money  supply,  entrusted  to 
commercial  bankers  and  further  influenced  by  the  Federal  Reserve 
System,  demonstrate  how  some  institutions  may  be  used  to  assign 
and  influence  the  roles  which  other  institutions  play  in  the 
economy. 

II.  Comments  on  the  Learning  Process 

A.  Vocabulary:  The  notion  of  a creation  of  deposits  is  not  a matter 

of  vocabulary  but  an  idea.  Nonetheless,  the  notion  of  "creating" 

a deposit  does  employ  the  term  "creation"  in  an  unusual  sense.  One 
can  also  speak  of  "destroying"  deposits  when  the  bank  allows  the 
created  deposit  to  be  repaid  and  does  not  "create"  another  in  its 
place. 

B.  Mathematical  concepts  and  skills 

1.  The  notion  of  a maximum  expansion  with  a given  reserve  ratio 
and  a given  amount  of  reserves  may  be  expressed  as  a formula: 

$340  * .20  x 

2.  The  process  of  expansion  contains  the  notion  of  a series  of 
connected  computations.  The  concept  of  process  often  presents 
difficulties  because  most  students  have  thought  of  mathematics 
as  involving  but  one  computation  or  manipulation. 

3.  The  general  formula  for  the  expansion  of  deposits  is  the  same 

as  that  for  the  multiplier.  It  is  the  sum  of  a geometric  series: 

$340  + 0.8  x $340  + 0.8  (0.8  x $340) . . . .etc. 

i .e. 

1 + 4/5  + 4/5  x 4/5  ....etc. 

As  a sum: 


1 - 4/5  1/5 
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The  excess  reserves  in  the  formula  for  expansion  of  deposits 
are  similar  to  the  propensity  to  spend.  The  bank's  required 
reserve  resembles  the  propensity  to  save  out  of  an  increment 
of  income.  In  this  case,  the  resulting  expansion  is  5 times 
the  original  loan  of  $340,  that  is,  $1,700. 

4.  Finally,  the  formula  showing  how  the  Federal  Reserve  System 
may  influence  the  commercial  bank's  capacity  to  lend  can  be 
expressed  as  follows: 

Amount  of  Reserve  * Loans  (including  created  deposits) 
Reserve  Ratio 

The  amount  of  reserves  and  reserve  ratio  are  the  i ndependent 
variables  which  the  Federal  Reserve  System  may  modify  and  the 
amount  of  loans  i s the  dependent  variable. 

C.  Ability  to  generalize 

1.  When  a bank  creates  deposits,  it  is  extending  credit  to  the 
borrower.  Although  the  arrangements  are  different,  charging 
an  item  at  the  store  really  represents  an  extension  of  pur- 
chasing power  to  the  buyer,  as  though  the  merchant  had  created 
the  "money"  with  which  the  customer  could  buy.  So  the  experi- 
ence, probably  not  realized  clearly,  is  present  in  the  thinking 
of  students  and  can  serve  as  a basis  for  generalization  about 
deposit  creation. 

2.  Since  the  commercial  banks  have  an  area  of  judgment,  influenced 
by  the  Federal  Reserve  System,  this  social  arrangement  of  judg- 
ments influenced  by  others  is  already  present  in  the  thinking 
of  the  students.  In  a sense,  the  role  of  the  Federal  Reserve 
System  with  regard  to  the  commercial  bank  is  an  illustration 
of  a generalization  about  authority. 

0.  Background 

1.  Most  students  will  have  had  some  experience  with  banks  and  checks, 
but  hardly  with  the  experience  of  a created  deposit. 

2.  It  is  likely  that  references  have  been  made  in  history  courses 
to  the  establishment  of  the  national  banking  system  and  the 
Federal  Reserve  System. 

III.  Learning  Situations 

A.  From  Teacher  to  Teacher 

This  unit  is  an  extension  of  the  discussion  of  the  role  of  money 
and  financial  institutions  initiated  in  Unit  12.  The  first  learning 
situation  in  Unit  12  illustrated  the  fact  that  societies  may  place 
their  confidence  in  several  forms  of  money  simultaneously.  For 
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example,  In  the  United  States  we  find  coins,  paper  currency,  and 
checks  all  functioning  as  money.  Why  this  diversity?  Because  dif- 
ferent forms  of  money  perform  different  tasks  more  efficiently  than 
other  forms  of  money.  The  first  situation  described  the  types  of 
money  and  in  the  second  situation  of  Unit  12  we  began  our  investiga- 
tion of  the  movement  of  money  within  a society  by  looking  at  the 
idea  of  a bank  as  a social  invention  to  facilitate  the  flow  of  money. 
The  second  illustration  also  emphasized  society's  need  for  a flexible 
money  supply. 

In  this  unit,  the  first  learning  situation  illustrates  through  a 
play  the  process  by  which  banks  can  create  deposits.  This  situa- 
tion also  introduces  the  idea  of  a central  banking  system  (The 
Federal  Reserve  System)  which  regulates  the  expansion  and  contrac- 
tion of  the  money  supply  by  private  banks  through  establishing  a 
rate  of  required  reserves. 

The  full  examination  of  the  means  available  to  the  Federal  Reserve 
System  for  regulating  the  money  supply  is  illustrated  in  the  second 
learning  situation.  The  decisions  of  the  Federal  Reserve  System  to 
use  its  powers  in  one  direction  or  another  are  also  examined  in  this 
situation  under  the  heading  of  monetary  policy. 

In  the  third  situation,  the  students  are  introduced  to  the  idea  of 
government  fiscal  policy  and  it's  influence  on  the  money  supply. 

Here  the  students  are  asked  to  examine  the  consequences  of  various 
combinations  of  monetary  and  fiscal  policies  under  given  conditions 
of  disequilibrium  in  the  economy. 

In  the  course  of  the  examination,  the  teacher  may  find  opportuni- 
ties to  introduce  implications  of  the  previous  concepts  of  the 
course  into  the  examination  of  the  student's  recommendations.  The 
examination  may  produce  questions  that  go  beyond  the  units  covered 
and  also  into  the  implications  of  the  student's  recommendations 
for  social  and  polivical  considerations.  The  teacher  should  be 
listening  carefully  to  the  student  comments  as  this  extended  dis- 
cussion will  provide  him  with  information  about  the  students'  dis- 
covery of  structure  up  to  this  point  and  about  their  ability  to 
anticipate  some  of  the  remaining  structure. 

The  following  drawing  summarizes  the  unfolding  of  concepts  con- 
cerning money  and  financial  institutions  in  Units  12  and  13* 
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1.  Honey  as  a social  invention 

4 

2.  Functions  of  money  and  types  of  money 

4 

3.  Society's  need  for  financial  institutions 
(banks,  etc.)  to  facilitate  the  flow  of  money 

4 

4.  Society's  need  for  flexibility  in  the  supply, 
velocity,  and  direction  of  money 

4 

5.  The  ability  of  banks  to  expand  and  contract 
the  supply,  velocity,  and  direction  of  money 

4 

6.  Society's  need  for  control  of  the  flexibility 
in  the  supply,  velocity,  and  direction  of 
money 

i 

7.  The  creation  of  a central  banking  system 
(The  Federal  Reserve  Board  in  the  United 
States) 

4 

8.  Regulation  and  control  by  a central  banking 
system  should  be  related  to  the  goals  of 
economic  growth  and  stability  in  a society 

B.  Sequenced  Learning  Situations 

1.  First  Situation:  A Flexible  Money  Supply  (Student  Materials, 

page  639) 

a.  In  the  last  unit  we  discussed  the  need  for  a flexible  money 
supply.  Then,  we  discovered  that  we  have  a flexible  money 
supply,  but  how  do  we  increase  or  decrease  the  amount  of 
money?  If  we  need  an  additional  supply  of  money  it  must  be 
created.  In  a series  of  scenes— each  scene  representing  a 
different  bank— we  will  see  how  the  commercial  bank  creates 
money  in  the  process  of  its  daily  business. 
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SCENE  I 
CAST: 

Mr.  Monetary 
Mr.  Cashbaugh 

Mr.  Speed 

Mike 

Mr.  Champp 
Mr.  Tanner 

Seting:  1st 

Teacher : 

Mr.  Speed: 


The  following  play  is  suggested  as  an  introduction  to  the 
process  of  creating  flexibility  in  the  money  supply.  The 
teacher  may  use  his  desk  to  represent  a commercial  bank. 

He  is  the  moderator.  He  makes  the  changes  from  Scene  I— 
the  first  bank--to  Scene  II--the  second  bank--and  so  on. 

He  will  select  six  actors  for  the  cast  of  Scene  I,  3 actors 
for  Scene  II,  and  3 actors  for  Scene  III. 

Changing  the  Supply  of  Money 


- the  banker  for  the  Federal  Reserve  Bank  (known  as  the  "Fed") 
who  keeps  the  records  for  the  "Fed"  on  the  chalkboard. 

- the  banker  for  the  1st  National  Bank,  who  is  seated  at  the 
desk.  He  has  a record  book,  a pad  of  notes,  and  3 check- 
books. 

- the  depositor,  who  has  $10,000  in  currency  to  deposit  in 
the  1st  National  Bank,  and  deposit  slips  (original  and 
duplicate). 

- the  Brinks  messenger,  who  stands  near  the  desk  of  the  com- 
mercial banker.  He  has  several  large  envelopes,  one  of 
which  is  marked  REQUIRED  RESERVES. 

- the  borrower  (representing  the  Champion  Sporting  Goods  Co.) 
who  comes  to  the  bank  to  borrow  $8,000  in  order  to  increase 
their  stock  of  sporting  goods  for  the  coming  football  season. 
He  is  seated  at  the  front  of  the  room  on  the  left  side. 

- the  supplier  of  leather  goods  who  receives  the  order,  and 
later,  the  check  for  $8,000  from  the  Sporting  Goods  Co.  The 
supplier  is  seated  at  the  front  of  the  room  on  the  right 
side. 

National  Bank 

(The  actors  take  their  places  for  the  first  scene.) 

May  I present  Mr.  Monetary  (banker  for  the  Federal  Reserve 
Bank),  Mr.  Cashbaugh  (banker  for  the  1st  National  Bank), 
and  Mike,  the  Brinks  messenger. 

(takes  checks,  currency,  and  deposit  slips  to  the  banker 
at  the  1st  National  Bank) 

Good  morning,  Mr.  Cashbaugh.  Please  deposit  this  to  my 
account. 

Hm!  $10,000.  You  must  have  closed  some  good  deals  yester- 
day. 

(The  banker  stamps  the  deposit  slips  and  gives  the  duplicate 
to  Mr.  Speed) 


Mr.  Cashbaugh: 
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Hr.  Cashbaugh: 


Mike: 

Mr.  Cashbaugh: 
Mike: 

Mr.  Cashbaugh: 


Mike: 

Mr.  Cashbaugh: 


Mr.  Champp: 


Mr.  Cashbaugh: 


Thank  you. 

(Mr.  Speed  returns  to  his  seat) 

Let's  see,  (he  is  filling  out  a form  for  the  "Fed"  and 
counting  the  checks  and  currency  which  he  puts  in  an  enve- 
lope marked  "required  reserves")  20%  of  $10,000  is  $2,000. 
Mike!  Deposit  this  $2,000  to  the  account  of  the  1st 
National  Bank  at  the  "Fed".  It  is  for  required  reserves. 

(putting  the  money  and  deposit  slip  in  the  large  envelope 
marked  REQUIRED  RESERVES) 

By  the  way,  (pointing  to  the  words  on  the  envelope)  what 
is  "required"  about  this? 

You  see,  Mike,  there  is  a regulation  that  requires  us  to 
deposit  20%  of  all  our  demand  deposits  in  the  "Fed".  You 
saw  Mr.  Speed  deposit  $10,000  to  his  account.  I must  de- 
posit $2,000  in  the  "Fed";  it  is  the  required  reserve. 

Yeh?  Why? 

For  a couple  of  reasons — first,  we  know  that  it  assures  us 
that  we  can  pay  our  depositors  when  they  want  to  withdraw 
money.  You  know  that  all  of  them  do  not  draw  out  all  of 
their  money  at  the  same  time,  in  other  words,  we  have  both 
deposits  and  withdrawals  every  day;  but  the  most  important 
reason  is  that  it  controls  the  flexibility  of  the  money 
suppl y. 

Just  what  does  that  mean?  I've  heard  of  "wooden  nickels" 
and  "rubber  checks"  but  how  can  an  honest  banker  change  the 
money  supply? 

In  this  way:  I 'm  sending  that  $2,000  to  the  "Fed"  and  keep- 

ing $8,000  out  of  the  $10,000  which  Mr.  Speed  deposited  to 
his  account--but , excuse  me  a minute0 

(Mr.  Champp  of  the  Champion  Sporting  Goods  Co.  is  approach- 
ing the  desk.) 

Good  morning. 

Good  morning,  Mr.  Cashbaugh.  I am  Mr.  Champp  of  the  Champion 
Sporting  Goods  Co.  These  schools  are  "swamping  me"  with 
orders  to  be  filled  by  September.  My  stock  isn't  large 
enough,  and  I surely  don't  want  to  lose  the  business.  I 
need  money  for  additional  stock  to  be  sure  of  filling  all 
of  the  orders  I expect  to  get. 

Could  you  stagger  your  orders  and  collections  in  order  to 
manage  with  $8,000? 


Mr.  Champp: 

Mr.  Cashbaugh: 


Mike: 

Mr.  Cashbaugh: 
Mike: 

Mr.  Cashbaugh: 
Mike: 

Mr.  Cashbaugh: 
Mike: 

Mr.  Cashbaugh: 
Mike: 
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Well,  I'll  do  the  best  I can. 

(He  writes  out  a note  for  $8,000.) 

Please  sign  this  note,  here. 

(Mr.  Champp  signs  the  note.) 

Thank  you,  and  here  is  your  checkbook. 

(Mr.  Cashbaugh  records  the  demand  deposit — a credit  to  the 
account  of  the  Champion  Sporting  Goods  Co. 

Mr.  Champp  leaves  the  bank  and  goes  to  the  desk  of  the 
supplier,  Mr.  Tanner.) 

(Speaking  to  Mike)  Now,  why  could  I lend  only  $8,000  to 
Mr.  Champp? 

I suppose  it  was  because  I had  the  other  $2,000 — the  reserve 
requirement  that  must  be  deposited  in  the  "Fed". 

Right' 

But  Mr.  Champp  didn't  get  his  money.1 — his  $8,000. 

Not  in  currency,  no,  but  in  the  form  of  a demand  deposit. 

He  won't  pay  for  the  goods  until  the  order  is  filled,  but 
he  has  to  know  that  he  can  pay  for  it  when  the  goods  are 
delivered.  This  is  the  way  we  do  it.  (Opening  the  account 
books)  We  credit  Mr.  Champp 's  account  for  $8,000.  Remember, 

I gave  him  a checkbook.  When  he  pays  for  the  sporting  goods, 
he  writes  a check  on  this  account.  It  is  a kind  of  money, 
just  as  currency  is  money. 

Can  Mr.  Speed  still  write  checks  on  his  account  for  $10,000? 

Yes,  Mr.  Speed  can  write  checks  for  $10,000,  and  Mr.  Champp 
can  write  checks  for  $8,000. 

That  is  just  like  having  $8,000  more  money  in  the  money  sup- 
ply than  we  had  5 minutes  ago. 

That's  exactly  the  point.'  We  have  increased  the  money  sup- 
ply. If  you  are  really  interested,  why  don't  you  ask  Mr. 
(teacher)  to  keep  a record  on  the  chalkboard.  Each  time 
money  is  created  he  will  write  the  name  of  the  bank  and  the 
amount  of  money  that  is  created. 

Mr.  (teacher)  the  1st  National  Bank  has  just  created  $8,000. 

(The  teacher  records  the  amount  on  the  chalkboard. 

Mr.  Champp  returns  to  his  seat  on  the  left  side  of  the  room, 
and  Mr.  Tanner  completes  the  order  form.) 
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Mr.  Cashbaugh: 


Mr.  Tanner: 

Mr.  Champp: 
Mr.  Tanner: 

Mr.  Champp: 
Mr.  Tanner: 


SCENE  II 
CAST: 

Mr.  Monetary 

Mr.  Tanner 
Mike 

Mr.  Checkman 
Mr.  Burger 

Mr.  Nailer 

Setting;  2nd 
Teacher: 


Now,  you  better  get  over  to  the  "Fed".  We'll  discuss  the 
flexible  money  supply  later. 

(Mike  takes  the  envelope  to  Mr.  Monetary  who  credits  the 
"Reserve  Requirements"  account  with  $2,000  and  records  the 
name  of  the  bank.  He  stays  with  Mr.  Monetary  during  the 
ramainder  of  the  scene.) 

(Calling  Mr.  Champp  on  the  phone)  Your  order  amounts  to 
$8,000,  Mr.  Champp.  I understand  that  you  would  like  de- 
livery as  soon  as  possible.  The  terms  are  payment  on  de- 
1 i very. 

R i ght ! 

Thank  you. 

(Mr.  Tanner  delivers  the  goods  to  Mr.  Champp.) 

I have  your  check  ready  for  you--$8,000. 

Thank  you. 

(Mr.  Tanner  returns  to  his  seat  on  the  right  in  the  front 
of  the  room.  He  remains  there  for  Scene  II.) 

END  OF  SCENE  I 

(Mr.  Monetary,  the  banker  for  the  Federal  Reserve  Bank, 
remains  at  the  chalkboard.  All  others,  except  Mr.  Tanner, 
return  to  their  regular  seats  in  the  classroom.  Mr.  Tanner 
remains  in  his  seat  at  the  front  of  the  room.) 


- the  banker  for  the  Federal  Reserve  Bank  is  held  over  from 
Scene  I . 

- the  supplier  in  Scene  I becomes  the  depositor  in  Scene  II. 

- the  Brinks  messenger  is  held  over  from  Scene  I. 

- the  banker  for  the  2nd  National  Bank  is  seated  at  the  desk. 

- the  borrower  (from  The  Hot  Spot  restaurant)  comes  to  the 
bank  to  borrow  $6,400  to  remodel  his  restaurant.  He  is 
seated  at  the  front  of  the  room  on  the  left  side. 

- the  contractor,  who  gives  the  owner  of  the  restaurant  an 
es  imate  for  remodel ing,— receives  the  order  and  a check. 

He  is  seated  at  the  front  of  the  room  on  the  right  side. 

National  Bank 

May  I present  Mr.  Checkman,  the  banker  for  the  2nd  National 
Bank. 
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Mr.  Tanner: 
Mr.  Checkman: 
Mike: 

Mr.  Checkman: 


Mike: 


Mr.  Checkman: 
Mr.  Burger: 


Mr.  Checkman: 


(The  banker  takes  his  place  at  the  desk.  Mike  follows  and 
stands  behind  the  desk.  The  borrower,  Mr.  Burger,  and  the 
contractor,  Mr.  Nailer,  take  their  places  at  the  front  of 
the  room.) 

(taking  the  check  for  $8,000  and  deposit  slips  to  the  bank) 

Good  morning,  Mr.  Checkman,  please  deposit  this  check  to 
my  account.  These  new  consolidated  schools  are  really  good 
for  my  business. 

Thank  you. 

(He  stamps  the  deposit  slips  and  gives  the  duplicate  to  Mr. 
Tanner.  Mr.  Tanner  returns  to  his  regular  seat  in  the  class- 
room.) 

(Leaning  over  Mr.  Checkman' s shoulder) 

Are  we  going  to  create  more  money? 

Shh  1 

(Mr.  Checkman  is  writing.) 

Let's  see.  20%  of  $8,000  is  $1 ,600. 

(He  puts  the  deposit  form  and  the  money  in  an  envelope, 
marked  "required  reserves"  and  gives  it  to  Mike.) 

(Already  has  his  REQUIRED  RESERVE  envelope  open) 

Yes,  I know.  This  $1,600  is  the  20%  reserve  requirement 
which  I will  take  to  the  "Fed"  because  it  is  a banking 
regulation.  But,  do  you  mind  if  I stay  for  a minute?  Here 
comes  someone. 

(Enter  the  borrower,  Mr.  Burger,  from  The  Hot  Spot 
restaurant .) 

Good  morning,  Mr.  Burger. 

Good  morning,  Mr.  Checkman.  As  you  know,  they  built  that 
new  school  near  my  restaurant.  The  chances  are  good  that 
my  business  will  really  boom  when  school  starts,  especially 
during  football  and  basketball  season.  I have  an  estimate 
from  the  contractor,  Mr.  Nailer,  to  remodel  the  west  side 
for  a "carry-out"  section,  but  I will  need  to  borrow  $6,400. 

That  is  a good  investment;  I will  be  glad  to  arrange  for  the 
loan. 
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Mi  ke: 


Mr.  Checkman: 
Mike: 


Mr.  Checkman: 
Mr.  Burger: 


Mr.  Nailer: 


(Mr.  Checkman  prepares  the  note.) 

Please  sign  this  note  for  $6,400. 

(Mr.  Burger  signs  the  note.) 

Thank  you.  This  is  your  checkbook.  Good  luck! 

(Mr.  Burger  goes  to  Mr.  Nailer's  desk  to  discuss  the 
contract.) 

(Mr.  Checkman  records  the  demand  deposit— a credit  to  the 
account  of  The  Hot  Spot  restaurant.  He  leaves  the  bock 
open. ) 

(While  Mr.  Checkman  is  recording  the  demand  deposit,  Mike 
is  sketchily  writing  on  the  chalkboard.)  f*  $8,000 

< 1.600 

C $6,400 

Ah!  You  have  loaned  all  of  the  cash  on  hand  after  giving 
me  the  required  reserves.  You  have  created  $6,400!  That 
shows  that  Mr.  Burger  can  write  checks  for  $6,400. 

Right! 

(Moving  the  record  book  closer  to  Mike) 

We  call  it  a demand  deposit. 

Oh,  yes,  I understand.  Well,  good-by  Mr.  Checkman. 

(Mike  takes  the  required  reserves  to  Mr.  Monetary  who 
credits  the  Reserve  Requirements  account  with  $1,600.  Mike 
stays  with  Mr.  Monetary  whi le  the  contractor,  Mr.  Nailer, 
and  Mr.  Burger  are  discussing  the  contract.) 

Good-by. 

(Looking  at  a trade  magazine) 

I agree  with  you.  This  looks  like  the  best  plan.  When  can 
you  complete  the  job?  I have  arranged  to  borrow  the  money 
from  the  2nd  National  Bank,  and  I will  pay  you  upon  comple- 
tion of  the  job. 

I assure  you  that  it  will  be  completed  in  30  days.  Thank 
you  for  the  contract. 

(Mr.  Burger  returns  to  his  seat  in  front  of  the  room.) 

(Mike  returns  to  Mr.  Checkman's  desk.) 


Mi  ke: 


Mr.  Burger: 
Mr.  Nailer: 


SCENE  III 
CAST: 

Mr.  Monetary 
Mr.  Nailer 
Mike 

Mr.  Loanaker 
Mr.  Eggbert 

Mr.  Cooke 

Setting:  3rd 

Teacher: 
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Mr.  (teacher) . We  created  $6,400  when  Mr.  Checkman  loaned 
the  money  to  Mr.  Burger.  Did  you  record  it? 

(The  teacher  records  the  $6,400  and  identifies  it  by  writing 
"2nd  National  Bank".  He  adds  the  demand  deposits — $10,000, 
$8,000,  and  $6,400  while  Mike  watches.) 

What  do  you  know!  Mr.  Speed  deposited  $10,000  in  checks  and 
currency,  and  now  we  have  demand  deposits  amounting  to 
$24,400. 

(Mr.  Checkman  tears  a page  off  the  calendar  to  indicate  the 
passing  of  time.) 

(Takes  a check  for  $6,400  to  Mr.  Nailer) 

You  did  a fine  remodeling  job.  I have  a check  for  you — 
$6,400. 

Thank  you.  Good-by. 

(Mr.  Burger  returns  to  his  regular  seat  in  the  classroom.) 
END  OF  SCENE  II 

(Mr.  Monetary  remains  at  the  chalkboard.  All  others, 
except  Mr.  Nailer,  return  to  their  regular  seats.  Mr. 

Nailer  remains  in  his  seat  at  the  front  of  the  room.) 


- the  banker  for  the  Federal  Reserve  Bank  is  held  over  from 
Scene  II. 

- the  contractor,  who  becomes  the  depositor,  remains  at  the 
front  seat  which  he  occupied  in  Scene  II. 

- the  Brinks  messenger  is  held  over  from  Scene  II. 

- the  banker  for  the  3rd  National  Bank  is  seated  at  the  desk. 

- the  borrower,  who  comes  to  the  bank  to  borrow  $5,120  for 
new  cafeteria  equipment  for  the  school, 

- the  salesman  for  the  Buckeye  Fixture  Company. 

National  Bank 

May  I present  Mr.  Loanaker,  the  banker  for  the  3rd  National 
Bank. 

(The  banker  takes  his  place  at  the  desk.  Mike  follows  and 
stands  behind  the  desk.  Mr.  Eggbert,  the  borrower,  is 
seated  at  the  front  of  the  room  on  the  left  side,  and  Mr. 
Cooke,  the  salesman,  is  seated  at  the  front  of  the  room  on 
the  right  side  near  Mr.  Nailer.) 
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Mr.  Nailer:  (Takes  the  check  for  $6,400  and  the  deposit  slips  to  the 

banker.) 

Good  morning,  Mr.  Loanaker.  I want  to  deposit  this  check 
to  my  account. 


Mr.  Loanaker: 


j Mike: 


Mr.  Loanaker: 


(The  banker  stamps  the  deposit  slips,  gives  the  duplicate 
copy  to  Mr.  Nailer,  the  depositor,  and  records  the  amount 
of  the  demand  deposit  - a credit  to  Mr.  Nailer's  account. 

Mr.  Nailer  returns  to  his  own  seat.) 

20%  of  $6,400  is  $1,280.  | That  is  $1,280  for  required  reserves 
and  $5,120  cash  on  hand.  Mike,  this  is  a reserve  deposit. 

Take  it  to  the  "Fed". 

<23 

Yes,  sir. 

(Mike  takes  the  required  reserve  to  Mr.  Monetary,  who 
records  the  amount  and  name  of  the  bank  in  the  requi red 
reserves  account.) 

(Enter  Mr.  Eggbert.  He  goes  to  the  desk  of  the  3rd  National 
Bank.) 

Good  morning,  Mr.  Eggbert. 


Mr.  Eggbert:  Good  morning,  Mr.  Loanaker.  You  may  recall  that  I applied 

for  a loan  for  purchasing  the  new  cafeteria  equipment  for 
the  school.  As  you  know,  I was  granted  the  contract. 

Mr.  Loanaker:  Yes,  sir.  We  can  grant  you  a loan  for  $5,120.  I have  the 

papers  ready  for  you.  Please  sign  the  note  here  (indicating 
the  place  to  sign).  This  is  your  checkbook. 


Mr.  Eggbert:  Thank  you. 

(The  banker  makes  the  entry  to  the  account  of  Mr.  Eggbert 
for  $5,120.  Mr.  Eggbert  goes  to  the  desk  of  Mr.  Cooke  to 
look  at  equipment  brochures.) 

Mr.  EggF  rt:  You  may  fill  my  order  for  the  cafeteria  equipment  according 

to  the  specifications.  I have  arranged  for  a loan  at  the 
3rd  National  Bank. 

(Mr.  Eggbert  returns  to  his  seat  at  the  front  of  the  room.) 
(In  the  meantime,  Mike  returns  to  the  desk  of  Mr.  Loanakers) 

Mike:  Did  you  lend  the  $5,120?  You  know,  I am  really  interested 

in  this  banking  business.  I am  keeping  a record  of  the 
money  that  is  created. 

Mr.  Loanaker:  Yes,  I did. 
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Mike: 

* 

Mr.  Loanaker: 
Mike: 

Mr.  (teacher) : 
Mike: 

Mr.  Eggbert: 
Mike: 

Mr.  Loanaker: 
Mike: 

Teacher: 


(Turning  to  the  chalkboard  and,  speaking  deliberately,  re- 
calls the  transaction  and  makes  the  computation.) 

Mr.  Nailer  deposited  a check  for  $6,400  and  you  sent  $1,280 
to  the  "Fed11.  That  means  that  you  created  $5,120. 

That  is  right,  Mike.  You  have  the  idea,  don't  you, 

(Addressing  the  teacher  who  is  keeping  the  record  at  the 
chalkboard.) 

We  have  increased  the  money  supply  again,  Mr.  (teacher) . 

This  time  we  added  $5,120  to  the  money  stream.  How  much 
additional  amount  of  money  altogether? 

(Adding  on  the  chalkboard)  $8,000  + $6,400,  plus  $5,120  =. 
$19,520  has  been  created  as  a result  of  the  $10,000  deposit 
by  Mr.  Speed. 

Altogether,  depositors  can  write  checks  for  $29,520. 

(Mr.  Eggbert  goes  to  Mr.  Cooke's  desk.) 

(presenting  the  bill)  I have  completed  the  school  cafeteria 
job  and  it  has  been  inspected. 

(Writing  the  check  after  looking  at  the  bill)  Yes,  I know,  - 
and  it  seems  to  be  working  fine.  - $5,120.  (Mr.  Eggbert 
remains  at  Mr.  Cooke's  desk  while  he  writes  the  check.) 

Mr.  Loanaker,  when  Mr.  Cooke  deposited  that  check  in  a bank, 
the  bank  can  create  more  money  by  making  another  loan,  can't 
it?  (Mike  turns  to  the  chalkboard  and  writes.)  20%  of 
$5,120  is  $1,024.  Then,  I will  take  $1,024  to  the  "Fed"  for 
the  required  reserves,  and  the  bank  can  lend  $4,096  to  some- 
one who  can  use  it  to  improve  his  business.  Really,  it  ^s 
money  in  the  bank  because  he  can  write  checks  for  that 
amount  to  pay  for  the  project. 

Yes,  i t ^s  money. 

What  bothers  me  is  that  we  are  going  to  get  an  awful  pile 
of  money,  someday.  Where  does  it  stop? 

Excuse  me,  may  I interrupt.  The  class  has  observed  this 
accumulation  of  money,  too.  How  would  you  answer  Mikes 
question? 

Following  is  a series  of  questions  which  the  teacher  may 
use  to  focus  the  discussion  of  the  changes  in  the  supply 
of  money  as  portrayed  in  the  playlet  skit,  and  to  under- 
stand that  control  involves  both  increasing  the  money  supply 
and  contracting  the  money  supply. 
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(1)  What  determines  the  amount  of  loans  that  the  bank 
can  make. 

(2)  How  can  the  amount  of  available  loans  be  changed? 

(3)  Under  what  conditions  would  the  reserve  requirement 

be  changed?  In  each  case  what  is  the  expected  reaction 
of  borrowers? 

w Assuming  each  scene  in  the  play  to  be  an  isolated 

situation,  what  effect  does  the  payment  of  a note  have 
on  the  amount  of  money  in  circulation  - or,  to  use 
economic  terminology,  the  money  supply? 

(5)  What  choices  does  the  bank  have  when  the  note  is  paid? 
In  each  case,  what  is  the  effect  on  the  money  supply? 

(6)  With  reference  to  the  play,  describe  the  school  as  it 
might  have  been  if  no  loans  had  been  made. 

(7)  How  would  you  describe  the  effects  of  the  loans  on 
the  economy  of  that  particular  locality?  On  the  basis 
of  the  original  deposit  of  $10,000  by  Mr.  Speed,  what 
is  the  ratio  between  the  deposit  and  the  amount  of 
loans  avai lable. 

(8)  Assuming  that  money  loans  are  being  made  at  the  same 
time  by  different  banks,  which  is  the  overall  effect 
of  these  loans  on  the  entrie  economy? 

The  setting  for  a more  thorough  examination  of  the  question 

is  given  in  the  second  learning  situation. 

For  reference,  the  chalkboard  should  show  the  following 

accounts : 

Mr.  Monetary's  Account  for  The  Federal  Reserve  Bank 


Reserve  Requirements 


Assets 


Liabi 1 i ties 


1st  National  Bank  $2,000 
2nd  National  Bank  $1,600 
3rd  National  Bank  $1,280 


The  teacher's  record  of  money  created: 


Money  treated 

lota  l 

1st  National  Bank 

$8,000 

$8,000 

2nd  National  Bank 

$6,400 

$14,400 

3rd  National  Bank 

$5,120 

$19,520 
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2.  Second  Learning  Situation:  The  Fed  in  Action  (Student  Materials, 

page  648) 

a.  In  the  last  situation  you  were  introduced  to  the  idea  that 
banks  could  create  money.  Can  banks  create  as  much  money 
as  they  want?  Are  there  any  limitations  on  the  bank’s  power 
to  create  new  money?  We  saw  in  the  last  learning  situation 
that  banks  must  keep  a certain  amount  of  their  money  in  the 
Federal  Reserve  Bank.  This  then  becomes  a limitation  on 
how  much  the  banks  can  loan.  The  purpose  of  this  situation 
is  to  show  how  the  requirement  set  by  the  Fed  can  influence 
the  money  supply. 

The  Reserve  Requirement 

Steve  Watkins  has  just  started  working  at  a gasoline  station.  He’s  making 
$25  a week  and  spending  $15.  Therefore,  he  had  $10  cash  each  week  which  he 
was  putting  in  a cigar  box  in  his  desk.  Soon  he  had  $100  in  his  box,  and 
his  dad  suggested  he  put  the  money  in  a bank.  Steve  wanted  to  save  the 
money  towards  buying  a car,  so  he  decided  to  put  it  in  a checking  account. 
This  story  will  follow  the  process  of  what  the  bank  may  do  with  Steve's 
$100  deposit.  Each  of  the  banks  involved  in  the  story  has  an  actual  name 
such  as  First  National  Bank  or  Columbus  Trust,  but  for  simplicity  we  will 
refer  to  these  as  Bank  I,  Bank  II,  etc.,  to  show  that  different  banks  are 
involved.  We  will  also  assume  that  banks  must  keep  20%  of  all  of  their 
deposits  in  the  Federal  Reserve  Bank. 

The  $100  which  Steve  deposited  in  Bank  I allows  this  bank  to  make  loans  up 
to  $80.  Why  can  only  $80  be  loaned  and  not  $100?  You  should  recall  from 
the  previous  situation  that  Bank  I had  to  place  $20  in  the  Federal  Reserve. 

Marc  Kneller  has  been  saving  his  money  to  buy  a motorcycle.  Motorcycles 
are  on  sale  right  now,  and  he  figures  this  is  the  best  time  to  buy,  but  he 
is  short  $80  of  the  purchase  price.  Marc  has  a job  in  a super  market  and 
has  kept  his  savings  up  to  this  time  in  Bank  I.  The  bank  is  willing  to 
loan  him  the  necessary  $80.  He  takes  his  cash  and  the  bank's  check  for  $80 
to  the  Davidson  Motorcycle  Co.  and  buys  the  motorcycle.  The  Davidson  Company 
deposits  Marc's  check  in  Bank  II.  Bank  II  then  places  20%  of  the  $80  ($16) 
in  the  Federal  Reserve  Bank,  and  now  has  $64  available  for  loans. 

Mr.  Crandall's  wife  was  sick,  and  he  needs  $64  to  pay  the  hospital.  He  is 
a regular  depositor  at  Bank  II,  and  he  goes  there  to  ask  for  a loan.  Bank 
II  has  the  amount  Mr.  Crandall  needs  and  since  he  is  a regular  customer  of 
the  bank,  they  loan  him  $64  with  which  he  pays  the  City  General  Hospital 
which,  in  turn,  deposits  the  $64  in  the  bank.  The  bank  now  has  additional 
money  to  loan  as  shown  below. 

The  vast  number  of  possible  transactions  can  se  shown  through  use  of  the 
following  table.  The  dots  (•••)  used  in  the  table  signify  an  infinite 
number  of  transactions,  all  of  which  will  total  approximately  the  sum 
shown  at  the  bottom  of  the  table. 


379 


Deposits 

Reserve  Requirement 

Loans 

$100.00 

$20.00 

$80.00 

80.00 

16.00 

64.00 

64.00 

12.80 

51.20 

51.20 

10.24 

40.96 

40.96 

8.20 

32.76 

32.76 

6.55 

26.21 

26.21 

5.24 

20.97 

20.97 

4.19 

16.78 

16.78 

3.36 

13.42 

13.42 

• 

• 

• 

2.68 

• 

• 

• 

10.74 

• 

• 

• 

$500.00 

$100.00 

$400.00 

Questions  to  focus  discussion: 

(1)  What  is  the  relationship  between  the  original  deposit 
and  the  total  money  created  by  all  the  banks? 

(2)  What  relationship  does  this  have  to  the  20%  Federal 
Reserve  requ i remen t ? 

(3)  Given  the  Federal  Reserve  requirement  and  the  amount 
of  original  deposit,  what  can  you  say  about  the  amount 
of  money  created? 

(4)  What  would  happen  if  the  Reserve  requirement  were, 
changed  to  25%?  How  much  money  would  be  created  in 
this  instance? 

(5)  What  concept  already  studied  seems  similar  to  the  above? 
(The  teacher  may  wish  to  refer  students  to  the  illustra- 
tion of  the  multiplier  in  Unit  11,  taking  care  to  empha- 
size that  while  the  mathematics  is  similar,  the  concept 
involves  different  economic  factors.) 

Financing  a Ship 

Jack  was  in  the  Hobby  Shop  admiring  the  new  ship  models  which  had  just  come 
in.  Mr.  Brewster,  the  owner,  saw  him  looking  at  them  and  came  over  to  talk 
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to  him.  "I  see  you  in  here  a lot,  Jack.  You  make  a lot  of  models,  don't 
you?" 

"Yes,  I have  about  ten  already  and  want  to  start  on  another  one.  Now  I 
just* have  to  decide  what  I want,"  said  Jack  as  he  browsed  around. 

Suddenly  Mr.  Brewster  said,  "Jack,  I just  had  an  idea.  I need  some  new 
models  to  put  in  the  window.  If  you  do  a really  good  job  with  the  next  one 
you  make,  bring  it  to  me  and  let  me  see  it.  If  the  model  is  good  enough, 

I'll  buy  it  back  from  you  to  put  on  display." 

Jack  was  very  excited  about  this.  He  would  have  the  fun  of  making  the  model, 

plus  the  fact  that  he  could  make  some  money  on  it.  "Mr.  Brewster,  that 

sounds  like  a great  idea.  How  exactly  would  it  work?" 

"Well,"  answered  Mr.  Brewster,  "you  would  buy  the. model  which  costs  $5, 

and  after  you  put  it  together  you  would  bring  it  in  for  me  to  check.  If  I 

think  it  is  good  enough,  I will  buy  it  back  from  you  for  $7.  Does  that 
sound  fair  to  you?" 

"Fair]"  yelled  Jack.  "I  think  it  sounds  great.  I don't  have  enough  money 

today,  though,  so  I will  have  to  come  in  tomorrow  to  buy  it." 


Mr.  Brewster  said  he  would  be  looking  forward  to  seeing  him  the  next  day 
to  buy  the  model  and  a little  while  later  with  the  finished  product.  "Jack, 

I would  like  to  change  my  display  in  a month,  so  you  will  have  to  have  it 
done  by  then." 

Jack  was  very  excited  as  he  left  the  Hobby  Shop,  but  suddenly  he  calmed 
down.  He  didn't  have  any  money  and  he  didn't  know  where  to  get  any.  On  his 
way  home  he  ran  into  nis  best  friend,  Ted.  "Hi,"  shouted  Ted.  "What's 
new?" 

"I  just  got  a reat  offer  from  Mr.  Brewster.  Can  I borrow  five  dollars?" 
Jack  rattled. 

Ted  was  confused.  "Who  is  Mr.  Brewster  and  why  do  you  need  $5?  Explain 
slowly,  please,  so  that  I can  figure  it  out." 

Jack  explained  what  had  happened  in  the  Hobby  Shop  and  concluded,  "So  you 
see,  I need  $5  right  away  to  buy  that  model.  If  you  could  loan  it  to  me  I 
would  pay  you  back  with  interest." 

Now  Ted  was  the  one  who  was  excited.  "You  say  you  would  pay  interest,  too? 
How  much?" 

Jack  thought  for  a minute  and  then  said  "Fifty  cents  on  five  dollars.  Will 
you  take  it  or  not?" 

Ted  then  admitted  he  didn't  have  the  money,  either,  although  it  sounded  like 
a great  idea.  He  said  he  would  talk  to  his  parents  that  night  and  see  what 
they  said  about  it.  Maybe  he  could  borrow  it  from  them  to  loan  to  Jack. 
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The  boys  parted  as  Ted  said  "I'll  let  you  know  in  the  morning." 

Now  both  boys  had  problems.  They  both  wanted  to  borrow  money,  but  Jack 
could  borrow  only  if  Ted  could  arrange  it  with  his  parents.  Ted  talked  to 
his  parents  that  night  at  supper  and  told  them  about  the  conversation  he 
had  had  with  Jack.  They  thought  the  loan  was  a good  idea,  but  they  weren't 
sure  if  Jack  would  be  able  to  sell  the  model  to  the  Hobby  Shop.  Ted  said 
he  had  seen  some  of  the  models  Jack  had  put  together  and  that  they  were 
very  good.  Ted's  parents  finally  concluded  that  Jack  was  a good  risk  and 
they  would  give  Ted  the  money  to  loan  to  him.  However,  Ted's  parents  de- 
cided that  they  would  need  some  sort  of  guarantee  that  the  loan  would  be 
paid  back.  After  some  thought,  Ted  decided  that  since  he  didn't  wear  his 
watch  much  he  would  give  it  to  his  parents  as  a guarantee.  They  agreed  to 
give  the  watch  back  to  him  when  he  repaid  the  loan  they  made. 

The  next  day  Ted  gave  the  $5  to  Jack.  Jack  bought  the  model  and,  after  a 
lot  of  hard  work,  sold  it  to  the  Hobby  Shop  for  $7*  A month  later  Jack 
paid  Ted  $5.50  and  Ted  repaid  his  parents  $5  and  at  the  same  time  got  his 
watch  back. 

Banks  are  involved  in  a similar  process.  For  instance,  the  Ajax  Widjit 
Company  wanted  to  expand  its  facilities  and  came  to  the  Smith  Street  Bank 
for  a loan.  Although  the  Smith  Street  Bank  f e It  that  Ajax  Widjit  was  a 
good  risk,  they  had  no  excess  reserves  with  which  to  make  a loan,  so  they 
applied  to  the  Federal  Reserve  Bank.  Since  the  Smith  Street  Bank's  assets 
included  the  I0U  of  the  Bouncy  Bubble  Bath  Company,  they  borrowed  on  it 
(discounted  it  with  the  Federal  Reserve  Bank).  The  I0U  was  for  $1,000  but 
the  Fed  would  only  loan  them  $970,  although  they  would  have  to  pay  back 
$1,000.  The  $30  difference  is  known  as  a discount  and  is  a type  of  interest 
payment.  The  Smith  Street  Bank  took  the  $970  which  theFed  loaned  to  them 
and  loaned  it  to  the  Ajax  Widjit  Company  at  5 per  cent  interest  per  year. 
Ajax  Widjit  made  the  expansion,  and  from  the  increased  profit  which  this 
brought  them  they  paid  back  the  Smith  Street  Bank  $970  plus  5 per  cent 
interest  or  a total  of  $1,023.75  (principal  + $48.75  interest).  The  Smith 
Street  Bank  then  paid  the  Fed  $1,000  as  they  had  promised,  and  the  Fed 
gave  them  back  the  I0U  of  the  Bouncy  Bubble  Bath  Company  which  they  had 
discounted.  This  whole  process  is  known  as  "rediscounting". 

In  this  way  the  Federal  Reserve  Bank  can  influence  the  money  supply  by 
raising  or  lowering  the  discount  rate.  If  the  Fed  feels  the  money  supply 
is  increasing  too  rapidly,  they  can  raise  the  discount  rate  which  will  dis- 
courage banks  from  borrowing  because  they  can  no  longer  made  a profit  on  a 
loan.  If  the  banks  are  unwilling  to  borrow  money  from  the  Fed,  they  will 
not  be  able  to  make  as  many  loans  to  consumers.  Since  some  loans  are  al- 
ways being  repaid,  the  money  supply  is  decreased  if  banks  are  not  able  to 
make  more  loans.  On  the  other  hand,  if  the  Fed  thinks  the  economy  is  enter- 
ing a period  of  deflation  and  the  money  supply  is  decreasing,  they  can 
lower  the  discount  rate  which  will  allow  banks  to  borrow  more  easily.  This 
will  increase  the  money  supply  by  allowing  the  banks  to  create  more  demand 
deposits. 
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b.  So  far  in  this  situation  we  have  seen  that  the  Fed  can  in- 
fluence the  money  supply  by  setting  the  reserve  requirement 
and  the  discount  rate.  Another  important  tool  which  the 
Fed  may  use  is  selling  and  buying  government  securities. 

These  negotiable  securities  are  bought  and  sold  on  the  open 
market.  For  a more  extended  discussion  of  the  open  market, 
see  Paul  Samuel  son,  Economics;  An  Introductory  Analysis 
(fifth  edition),  pp.  349-351  or  McConnell,  Economics; 
Principles,  Problems,  and  Policies  (second  edition),  pp. 
326-328.  The  following  materials  are  designed  to  help  the 
students  understand  how  the  Fed  uses  open  market  operations 
to  control  and  regulate  the  supply  of  money. 

Open  Market  Operations 

The  Federal  Reserve  System  consists  of  twelve  district  banks  located  through- 
out the  country.  The  activities  of  these  banks  are  coordinated  through  the 
Board  of  Governors  which  is  a permanent  committee  appointed  by  the  President 
of  the  United  States.  The  Board  of  Governors  and  presidents  of  five  of  the 
district  banks  make  up  the  Open  Market  Committee.  The  main  task  of  this 
committee  is  to  buy  and  sell  government  securities  in  order  to  influence  the 
money  supply. 

Let  us  see  how  this  might  be  done.  Suppose  for  instance  that  there  were 
indications  that  the  nation  was  entering  a period  of  inflation.  At  a meet- 
int  of  the  Open  Market  Committee  a decision  would  be  made  to  counteract 
this  inflationary  tendency.  How  might  this  be  dons  besides  the  ways  already 
suggested?  The  Open  Market  Committee  would  vote  to  sell  government  securi- 
ties. This  would  contract  the  money  supply  because  banks  would  use  their 
excess  reserves  to  buy  these  securities  and  thus  have  less  money  to  loan  to 
consumers.  In  other  words,  they  are  restricted  in  their  ability  to  create 
money  through  demand  deposits.  This  in  turn  cuts  down  on  the  ability  of 
the  consumer  to  spend  and  hopefully  holds  back  the  tendency  towards  infla- 
tion. 

What  action  is  the  Open  Market  Committee  likely  to  take  if  a deflationary 
tendency  is  noted?  Why  might  commercial  banks  be  willing  to  sell  securities 
to  the  Fed? 


Have  the  students  diagram  the  actions  of  the  Open  Market 
Committee  in  increasing  and  decreasing  the  money  supply. 
One  way  of  doing  this  is  given  below.  The  students  may 
come  up  with  equally  suitable  representations  of  the  Open 
Market  Committee's  actions.  We  are  interested  here  in 
showing  only  general  effects  of  a course  of  action.  We 
have  not  attempted  to  trace  the  exact  result  of  any  speci- 
fic action  in  measurable  terms. 


a 
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Two  Alternative  Courses  of  Action 

\ Increase 
in  Money 
Supply 

Demand 
Deposits 
Increase 

! 


Excess 

Reserves 

Increase 


i 

Fed  Buys 
Securities 

\ 

\ 

Bank 
indi' 
ual  s 
f Secu 

or 
y id- 
Sel  1 
rities 

Open 
Market 
Commi ttee 

Fed  Sells 
Securities 

1 

1 

1 

i Bank  or 
Individ- 
uals Buy 
Securities 

3.  Third  Learning  Situation:  The  Relationship  Between  Monetary 

and  Fiscal  Policies  (Student  Materials,  page  652) 

a.  Unit  11  presented  the  idea  that  industrially  advanced  nations 
usually  are  in  a condition  of  imbalance  between  the  flow  of 
goods  and  services  and  the  flow  of  money.  Depending  on  the 
level  of  employment  and  other  considerations,  this  imbalance 
may  promote  growth.  On  the  other  hand,  the  imbalance  be-^ 
tween  the  flows  may  under  other  conditions  promote  inflation 
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or  recession.  Units  12  and  13  thus  far  have  illustrated 
that  the  flow  of  money  in  the  United  States  is  influenced 
by  the  individual  decisions  of  private  banks  and  other 
financial  institutions  as  well  as  by  the  decisions  of  the 
Federal  Reserve  Board.  The  objective  of  the  monetary  poli- 
cies of  the  Federal  Reserve  Board  is  to  influence  the  flow 
of  money  in  order  that  the  imbalance  between  the  flows  will 
lead  to  the  maximum  rate  of  economic  growth  obtainable  with- 
out sacrificing  stability  in  prices  and  wages. 

b.  The  monetary  policy  of  the  Federal  Reserve  Board  is  not  the 
only  influence  exerted  on  the  flow  of  money.  Another  im- 
portant  influence  is  that  wielded  by  the  federal  government 
?n  the  form  of  fiscal  policy,  i.e.  the  rates  of  government 
spending  and  taxing.  Neither  of  these  two  polices  operate 
in  a vacuum.  They  exert  an  influence  upon  each  other  and 
upon  the  existing  economic  situation  which  in  turn  affec  s 

them. 

c To  illustrate  the  way  in  which  fiscal  policy  and  monetary 
policy  may  influence  the  flow  of  money  and  economic  growth 
and  stability,  the  teacher  should  present  to  the  students 
the  possible  alternatives  that  may  be  followed  by  the  govern- 
ment  and  the  Federal  Reserve  Bank.  We  have  already  seen 
that  the  alternatives  under  monetary  policy  may  be: 


(1)  Expansion  of  the  money  supply 


(2)  No  change 

(3)  Contraction  of  the  money  supply 

The  alternatives  open  to  the  government  are  quite  different 
from  those  available  to  the  Federal  Reserve  Board.  In  con- 
trast to  monetary  policy,  which  exerts  its  main  direct  in- 
fluence upon  financial  institution  such  as  banks  and  insur- 
ance companies  and  only  indirectly  affects  the  consumer, 
fiscal  policy  has  more  a direct  effect  upon  the  business 
and  private  sectors.  At  this  point  the  teacher  may  wish  to 
engage  the  students  in  a brief  discussion  of  the  federal 
government's  power  to  spend  money  and  to  tax.  This  dis- 
cussion may  be  stimulated  by  asking  students  to  respond  o 
the  following  question: 

What  two  principle  financial  powers  does  a government  have? 
The  main  point  of  the  discussion  is  for  the  students  to 
recognize  that  taxation  and  spending  are  the  two  basic  func- 
tions of  governemtn  financial  activities  and  are  classified 
as  fiscal  policy.  When  one  studies  the  effects  on  taxation 
and  spending  no  economic  activity? 

Just  as  there  are  three  alternatives  within  monetary  pol icy, 
there  are  also  three  alternatives  within  each  area  of  fiscal 
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policy.  In  the  area  of  government  spending  these  are: 

(1)  Increase  in  the  rate  of  government  spending 

(2)  No  change  in  the  rate  of  government  spending 

(3)  Decrease  in  the  rate  of  government  spending 
And  in  the  area  of  government  taxation  these  are: 

(1)  Increase  in  the  rate  of  taxation 

(2)  No  change  in  the  rate  of  taxation 

(3)  Decrease  in  the  rate  of  taxation 

Rather  than  presenting  this  information  in  a didactic 
manner,  the  teacher  may  wish  to  give  the  students  an  oppor- 
tunity to  arrive  at  this  information  through  an  examination 
of  governmental  financial  powers.  There  may  be  a tendency 
for  students  to  emphasize  only  the  absolute  amounts  of  change 
in  receipts  or  expenditures  instead  of  realizing  that  it  is 
the  comparative  rates  of  change  in  each  which  is  important 
for  us  to  consider. 

Hopefully,  the  foregoing  discussion  will  give  the  students 
some  basic  tools  which  may  be  used  in  analyzing  the  effects 
of  farious  fiscal  and  monetary  policies.  (NOTE:  The  teacher 

should  take  every  opportunity  to  introduce  the  terms  "fiscal" 
and  "monetary"  policy  into  the  discussion.) 

Before  analyzing  the  effects  of  fiscal  and  monetary  policy, 
we  must  have  some  understanding  of  the  conditions  of  dis- 
equilibrium existing  in  the  economy  at  any  given  time.  What 
are  the  conditions  illustrated  in  Unit  11?  Three  conditions 
of  disequilibrium  may  be  identified  if  degree  of  employment 
is  added. 

(1)  Value  of  output  is  greater  than  total  demand. 

(2)  Value  of  output  is  less  than  total  demand  and: 

(a)  Economy  at  less  than  full  employment. 

(b)  Economy  at  full  employment. 

The  following  outline  summarizes  the  monetary  and  fiscal 
policies  and  the  three  conditions  of  disequilibrium.  The 
monetary  and  fiscal  policies  are  presented  as  possible  al- 
ternative courses  of  action.  The  outline  is  a classifica- 
tion scheme,  not  a means  for  choosing  the  "correct"  monetary 
and  fiscal  policies  to  meet  the  different  disequilibrium 
conditions. 
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A Simplified  Classification  of  Monetary  and 
Fiscal  Policies  and  Disequilibrium  Condition 

Disequi librium  Conditions 

A.  Value  of  output  is  greater  than  total  demand. 

B.  Value  of  output  is  less  than  total  demand  and: 

1 . ...Economy  at  less  than  full  employment. 

2.  Economy  at  full  employment. 

Monetary  Policies 

A.  Expansion  of  the  money  supply 

B.  No  change  in  the  money  supply 

C.  Contraction  of  the  money  supply 

Fi sea  1 Policies 


Government  Spending: 

A.  Increase  in  the  rate  of  government  spending 

B.  No  change  in  the  rate  of  government  spending 

C.  Decrease  in  the  rate  of  government  spending 

Taxation: 

A.  Increase  in  the  rate  of  taxation 

B.  No  change  in  the  rate  of  taxation 

C.  Decrease  in  the  rate  of  taxation 

After  the  students  have  discussed  the  financial  powers  of 
the  federal  government,  it  may  be  beneficial  to  place  the 
above  diagram  on  the  chalkboard  as  a summary.  The  pre- 
ceding discussion  and  summary  is  a preparation  for  the  main 
examination  of  the  learning  situation. 

The  main  examination  in  which  the  students  are  to  be  en- 
gaged in  is  given  in  the  following  statement.  Given  a 
specific  condition  of  disequilibrium  (for  example,  insuf- 
ficient supply  with  full  employment)  and  a given  set  of 
monetary  and  fiscal  policies  (for  example,  contraction  of 
the  money  supply,  an  increasing  rate  of  government  spending, 
and  no  change  in  the  rate  of  taxation)  what  outcome  would 
you  expect  in  the  economy  as  a consequence? 
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d.  Below  is  an  example  of  a possible  condition  and  the. policies 
that  might  be  followed  in  attempting  to  reach  equilibrium. 

We  have  provided  for  the  teacher  an  analysis  of  the  effects 
of  these  policies.  This  analysis  offers  some  guide  lines 
which  may  be  used  in  presenting  the  material  to  the  students. 

(1)  CONDITION:  Insufficient  supply  disequi 1 i brium  with 

full  employment 

WHERE  WOULD  THIS  LEAD  IF  THERE  WERE  NO  MONETARY  OR 
FISCAL  POLICIES? 

There  would  be  no  room  for  growth  because  resources 
are  already  fully  employed.  Since  the  inadequate  sup- 
ply could  not  meet  the  demand,  consumers  would  com- 
pete for  the  available  goods  and  services  causing 
prices  to  rise.  This  would  result  in  inflation  and 
i nstabi 1 i ty. 

(2)  MONETARY  POLICY:  Contraction  of  the  money  supply 

WHAT  WOULD  BE  THE  RESULT  OF  FOLLOWING  THIS  POLICY? 

Banks  would  not  be  able  to  create  as  much  money  which 
means  that  they  could  not  loan  to  the  business  and 
private  sectors.  As  the  flow  of  money  is  diminished, 
in  this  way,  the  demand  for  goods  and  services  is  in 
turn  reduced.  This  reduction  in  demand  will  tend  to 
bring  demand  into  equilibrium  with  supply. 

(3)  FISCAL  POLICY— GOVERNMENT  SPENDING:  Increasing  rate 

of  government  spending 

WHAT  WOULD  BE  THE  RESULT  OF  FOLLOWING  THIS  POLICY? 

An  increasing  rate  of  government  spending  would  stimu- 
late demand  resulting  in  further  disequilibrium  of 
supply  and  demand.  Depending  upon  the  rate  of  increase 
of  government  spending,  this  will  tend  to  cancel  out 
the  effects  of  the  contraction  of  the  flow  of  money 
brought  about  as  a result  of  following  the  above  mone- 
tary pol icy. 

(4)  FISCAL  POLICY— TAXATION:  No  change  in  rate  of  taxation 

WHAT  WOULD  BE  THE  RESULT  OF  FOLLOWING  THIS  POLICY? 

A policy  of  no  change  in  the  rate  of  taxation  will  have 
no  effect  upon  the  condition  other  than  that  which  it 
may  already  exert.  In  other  words,  if  a policy  of  high 
taxation  is  already  being  followed,  this  will  continue 
the  policy  of  contraction.  Conversely,  if  a policy  of 
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low  taxation  is  being  followed,  then  an  expansionary 
policy  will  be  continued. 

(5)  GIVEN  THE  ABOVE  CONDITION,  WHAT  WOULD  BE  THE  PROBABLE 
OUTCOME  OF  FOLLOWING  ALL  OF  THESE  POLICIES? 

Each  of  these  policies  will  tend  to  affect  the  entire 
economy.  Since  we  are  unable  to  compute  exactly  the 
effects  which  these  changes  will  have  upon  the  economy, 
all  that  we  can  show  is  the  general  tendencies.  Since 
the  policies  will  tend  to  cancel  each  other,  the  econ- 
omy will  continue  its  disequilibrium,  and  thus  the  out- 
come of  this  combination  of  policies  will  tend  to  re- 
sult in  inflation. 

Note:  The  above  outline  has  been  included  in  the  student 

materials. 

e.  Following  a discussion  of  the  above  example,  the  students 
should  be  directed  to  choose  at  random  one  monetary  policy 
and  one  of  each  of  the  divisions  of  fiscal  policy  and  write 
a description  of  what  outcomes  would  follow  from  their  set 
of  policies  if  the  disequilibrium  condition  of  the  economy 
was  given  as  insufficient  supply  with  less  than  ful 1 em- 
ployment. A few  students  might  then  read  their  analyses  to 
the  class  and  defend  their  conclusions.  The  same  assignment 
may  then  be  repeated  with  the  given  condition  of  i nsuff icient 
demand. 

f.  The  discussion  now  turns  to  the  question,  "Given  a specific 
condition  of  disequilibrium,  what  set  of  monetary  and  fiscal 
policies  would  you  recommend?"  In  this  discussion,  the 
teacher  should  encourage  one  student  to  examine  the  conse- 
quences of  his  recommendations  in  depth.  Other  members  of 
the  class  should  also  be  encouraged  to  participate  in  this 
examination. 


THE  FLOW  OF  GOODS  AND  SERVICES  AMD  THE  FLOW  OF  MONEY 
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Unit  14:  International  Trade 

Part  X:  Sequenced  Outline 

I.  Units  7 through  13>  on  the  flow  of  goods  and  services  and  the  flow  of 
money,  have  focused  upon  the  internal  or  domestic  flows,  that  is, 
within  a country.  However,  goods  and  services  are  traded  and  pay- 
ments are  made  between  countries.  International  trade,  then,  should 
be  considered  an  extension  of  the  concept  of  flows,  as  indicated  in 
the  following  diagram: 


II.  The  study  of  international  trade  has  many  dimensions.  We  will  make 
a choice  and  emphasize  those  dimensions  which  best  fit  the  logic  of 
this  course.  These  are  the  starred  items.  The  other  items  will  be 
briefly  described. 

*A.  Similarities  and  differences  between  domestic  and  international 
t rade . 
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>fB.  The  International  Balance  of  Payments. 

C.  International  monetary  institutions  for  making  payments. 

D.  Importance  of  exports  and  imports  to  the  American  economy. 

*E.  Foreign  economic  policies  influencing  the  flow  of  goods,  services, 

capital  and  people,  e.g.  tariffs,  immigration  laws,  foreign  aid. 

Common  Market. 

Ill,  First  let  us  consider  the  similarities  and  differences  between  domestic 

and  international  trade. 

A.  Similarities 

1.  In  a way,  every  person  who  is  working  "exports"  his  service 
or  the  good  he  produces  and  "imports"  what  he  needs  or  wants. 

2.  The  notion  of  special izat ion  as  a basis  for  trade  has  already 
been  discussed  in  Unit  5.  The  major  point  in  that  unit  was 
that  specialization  may  be  a source  of  efficiency.  It  was 
pointed  out  also  that  the  gains  from  specialization  required 
the  specialists  to  trade  with  one  another.  Of  course,  gains 
from  specialization  and  trade  apply  to  both  domestic  and 

i n te  rnat iona 1 t rade . 

3.  The  items  which  enter  into  international  trade  are  also 
present  in  domestic  trade,  e.g.  goods  and  services,  loans, 
investments,  dividends,  gifts.  These  transactions  may  take 

place  between  one  part  of  a country  and  another  as  well  as 
between  countries. 

k.  Trade  between  nations  may  open  up  a larger  area  for  competi- 
tjon.  Allowing  enterprises  to  sell  in  each  other's  country 
can  stimulate  efficiency  through  competition  and  increase 

the  volume  of  trade.  This  principle  applies  to  both  domestic 
and  international  trade. 

B.  Differences 

l.  International  trade  obviously  crosses  national  boundaries 
and  is  therefore  subject  to  controls.  This  difference  is 
one  of  degree,  for  within  the  U.  S.  one  state  may  impose 
regulations  which  could  influence  the  movement  of  goods  and 
services.  Such  regulations  may  be  unconstitutional  (see,  the 
Interstate  Commerce  clause)  but  are  still  enacted. 

2.  Because  countries  have  different  currencies,  it  is  necessary 
to  establish  international  monetary  arrangements  and  institu- 
tions to  facilitate  payments,  e.g.  to  convert  dollars  into 
pounds  or  pounds  into  dollars. 
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3.  Since  all  of  the  foreign  transactions  may  be  totaled  and 
looked  at  from  the  point  of  view  of  national  interest,  a 
national  foreign  economic  policy  must  be  established. 

4.  Difficulties  arising  from  international  payments  may  seriously 
affect  international  trade,  e.g.  a serious  deficit  in  the 
balance  of  payments  (discussed  below)  may  cause  a change  in 
international  trade  and  in  foreign  economic  pol icies. 

IV.  Now  let  us  examine  how  the  International  Balance  of  Payments  helps 

us  see  international  trade  as  a special  case  of  flows.  It  is  special, 
as  we  know,  because  it  represents  trade  over  national  boundaries  and 
between  countries  with  different  currencies. 

A.  Each  of  the  items  that  enters  into  trade  may  be  thought  of  as  a 
sub-flow,  a division  comparable  to  the  breakdown  of  the  GNP  into 
- sub-flows. 


B.  We  may  also  recognize  another  comparable  bit  of  analysis.  Recall, 
that  the  flow  of  goods  and  services  valued  in  money  was  equal  to 
the  flow  of  money.  Now,  we  will  see  that,  by  def in  it  ion,  all  of 
the  payments  involved  in  international  trade  will  be  equal  to  all 
of  the  receipts.  The  International  Balance  of  Payments,  then,  is 
a form  of  social  accounting,  summarizing  the  payments  and  receipts 
arising  from  international  trade. 


C.  A simplified  summary  of  the  International  Balance  of  Payments  for 
1964  is  given  here;  current  data  may  be  obtained  from  the  Statis- 
tical Abstract  of  the  United  States  and  from  the  June  issue  of 
the  Survey  of  Current  Business. 


Payments 
( Imports) 


Receipts 

(Exports) 


Merchandise  -------  $18.6  Billion 

Transportation  -----  2.5  11 

Travel 2.2  " 

Miscellaneous  ------  0.9  11 

Military  Expenditures  - - 2.8  11 

Dividends  - --  --  --  - 1.4  11 

Gifts  (net)  -------  2.7  11 

Investments  -------  8.1  11 

Statistical  Discrepancy  - 1.2  11 


$25.3  Billion 

2.3  " 

1.1 

2.1  " 

0.8  " 

5.4  " 

0.0  " 

0.7  " 

0.0  " 


$40.4  Bill  ion, 


Deficit:  ^$2.7  Billion 


$37.7  Bill  ion 


$0.17  Bill  ion* 
Gold 


'$2.5  Billion 
Depos its 
Gov't.  Sec. 
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Explanations: 

1 . Mill  ta  ry  grants  are  not  I riel  uded  under  military  expenditures. 

2.  Deficit  of  $2.7  bil 1 ion  accounted  for  by  the  outflow  of  gold 
of  $0.17  billion  and  an  increase  of  deposits  and  government 
securities  held  by  foreigners  of  $2.5  billion. 

3.  The'  International  Balance  of  Payments  is  often  presented  in 

different  forms.  Frequently  the  items  are  grouped  into  four 
divisions:  Goods  and  Services,  Unilateral  Transfers  (gifts), 

Capital  Movements,  and  Deficit. 

D.  Note,  the  International  Balance  of  Payments  is  always  balanced. 
That  is,  total  payments  equal  total  receipts,  since  the  deficit 
or  surplus  would  balance  the  accounts. 

E.  The  term  "favorable  Balance  of  Payments"  is  usually  applied  only 
to  the  excess  of  merchandise  exports  over  merchandise  imports. 
Some  writers  use  the  term  to  apply  to  the  balance  of  goods  and 
services  exported  over  goods  and  services  imported. 

F.  The  International  Balance  of  Payments  may  be  used  to  show  the 
relation  of  total  or  aggregate  payments  versus  total  or  aggregate 
receipts.  But  one  may  also  look  at  the  composition  of  the  flows, 
that  is,  at  each  of  the  items,  to  see  the  effects  on  the  Interna- 
tional Balance  of  Payments.  The  analysis  of  effects  through  an 
examination  of  the  composition  of  the  flow  is  similar  to  the 
approach  to  the  GNP  and  the  determination  of  a nation's  income. 


V.  The  monetary  institutions  and  arrangements  which  make  possible  inter- 
national payments  are  also  part  of  international  flows — the  interna- 
tional flows  of  money.  However,  we  indicated  that  we  will  not  treat 
in  detail  this  part  of  the  flows  problem.  College  texts  usually 
describe  the  payment  arrangements  briefly  or  not  at  all.  The  reason 
for  the  brevity  is  that  it  requires  so  much  time  to  describe  adequately 
these  unfamiliar  institutions. 


A.  If  two  countries  are  on  a gold  standard,  payments  may  be  made 
either  through  gold  or  through  foreign  exchange. 


Payment 


Gold 

Foreign  Exchange 


B.  Payments  are  rarely  made  by  the  shipment  of  gold;  mainly  through 
foreign  exchange. 


C.  Briefly  foreign  exchange  means  buying  and  selling  claims  on 
another  country's  currency.  For  example,  the  receipts  from 
Britain  build  up  the  amount  of  pounds  owned  by  Americans.  Those 
who  own  these  claims  can  sell  them  to  those  who  need  to  make 
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payments  in  pounds.  A bank  usually  buys  the  claims  on  pounds  (e.g. 
in  the  form  of  a commercial  bill)  and  sells  the  pounds  (in  the 
form  of  a banker's  bill  or  a cable). 

D.  This  brief  summary  is  provided  only  for  the  teacher's  orientation, 
not  as  background  for  materials  for  the  students. 

VI.  The  importance  of  exports  and  imports  to  an  economy  may  be  demonstrated 
in  three  ways,  each  of  which  requires  further  careful  analysis. 

A.  Exports  and  imports  as  a percentage  of  the  Gross  National  Product 
In  the  U.  S.  exports  and  imports  each  approximate  about  5%  of  the 
GNP,  but  this  figure  understates  the  importance  of  international 
trade.  Agriculture  and  many  industries  depend  upon  essential 
imports  (coffee,  manganese,  aluminum  ore)  and  upon  their  export 
trade  (cotton,  grains,  molybdenum,  construction  and  mining 

mach inery) . 

See  Stat  ist  ical  Abstract  of  the  United  States  for: 

Exports  of  U.  S.  Merchandise,  by  Commodity  Groups. 

Imports  of  Merchandise,  by  Commodity  Groups. 

Domestic  Exports  in  Relation  to  Domestic  Output,  Selected 
Commodity  Groups. 

Imports  for  Consumption  in  Relation  to  Domestic  Output, 

Selected  Commodity  Groups. 

B.  Jobs  depend  upon  exports  and  imports.  It  is  estimated  that  in 
I960  exports  accounted  for  3 million,  imports  for  1 million. 

C.  Since  a country  is  involved  both  politically  and  economically 
with  other  countries,  international  trade  must  be  thought  of  as 
inseparably  related  to  political  relationships. 

VII.  Foreign  economic  policies  may  influence  the  flow  of  goods  and  services 
and  the  flow  of  money. 

A.  The  flow  of  goods  and  services  may  be  influenced  by  tariffs, 
immigration  laws,  and  by  agreements  restricting  or  liberalizing 
trade  relationships. 

1.  Reciprocal  Trade  Program. 

2.  The  U.  S.  Trade  Expansion  Act  of  1962. 

3.  Immigration  laws  affecting  the  movement  of  people. 

4.  The  European  Economic  Community  (Common  Market). 

B.  The  flow  of  money  must  be  influenced  by  international  monetary 
arrangement  and  institutions. 

1.  International  Monetary  Fund. 
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2.  International  Bank  for  Reconstruction  and  Development  (World 
Bank) . 

C.  Foreign  aid  to  developing  countries. 

1.  U.  S.  Technical  Assistance. 

2.  U.  N.  Technical  Assistance. 

3.  Aid  by  other  countries. 

VIII.  Relation  to  other  disci  pi ines  (illustrations) 

A.  Geography:  The  relation  of  international  trade  to  geography 

seems  obvious,  for  different  territorial  resources  invite 
specialization  and  trade.  Less  apparent  is  the  fact  that  nations 
need  not  be  so  specialized — some  are  heavily  endowed  and  others 
are  not. 

B.  Sociology:  Trade  is  often  a means  through  which  inter-cultural 

influences  may  occur.  Particularly  significant  is  the  migration 
of  people. 

C.  Political  Science:  The  political  definition  of  a nation  or  a 

region  is  often  the  result  of  historical  developments  and  may 
often  interfere  with  the  economies  of  trade.  To  overcome  this 
obstacle,  nations  may  establish  a kind  of  super-state  for  trade, 
e.g.  the  Common  Market. 

D.  Psychology:  Specialization  and  trade  imply  mutual  dependence  and 

the  need  for  cooperation.  Such  awareness  can  have  a major  influ- 
ence on  the  attitudes  and  behavior  patterns  of  the  people  involved. 
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THE  FLOW  OF  GOODS  AND  SERVICES  AND  THE  FLOW  OF  MONEY 
Unit  14:  International  Trade 

Part  II:  Outline  of  Teaching  Suggestions 


I.  Comments  on  the  Content 

A.  Problems  in  teaching  the  concept 

1.  In  most  of  the  units  in  this  section  on  flows,  a major  diffi- 
culty is  the  unfami 1 iaritv  with  the  concepts  and  practices. 
Perhaps  none  is  less  familiar  than  those  rel a ted  special lv 

to  international  trade.  Yet,  as  we  have  seen,  the  basic 
ideas  underlying  international  trade — specialization,  etc. — 
are  quite  fami 1 iar. 

2.  In  addition  to  the  problem  of  unfamiliarity,  one  faces  the 
obstacle  of  traditional  attitudes  towards  international  trade, 
many  of  them  accompanied  by  emotions — e.g.  a general  fear  of 
the  foreigner,  the  notion  that  it  is  good  to  export  but  evil 
to  import,  that  foreign  wages  are  lower  than  ours  and  hence 
they  will  always  be  able  to  outsell  us,  etc. 

3.  You  will  observe,  in  Part  I,  that  we  could  not  discuss  in 
detail  all  of  the  content  of  the  notion  of  international 
trade  and  even  those  which  were  discussed  could  only  be 
summarized  briefly.  In  other  words,  many  of  the  notions  in 
international  trade  do  require  a full  explanation  in  order 
to  result  in  a feeling  of  confidence.  Yet  we  have  covered 
those  points  which  emphasize  the  relation  of  international 
trade  to  the  basic  concept  of  flows. 

B.  The  concept  as  part  of  the  unfolding  structure 

1.  Scarcity:  Although  international  trade  has  been  presented 

with  emphasis  on  the  international  flows,  nonetheless  the 
specialization  between  countries  is  an  example  of  a possibly 
better  use  of  scarce  resources. 

2.  Flows:  The  flow  of  goods  and  services  and  the  flow  of  money 

over  national  boundaries  extends  the  flow  notion  from  a 
domestic  to  an  international  frame  of  reference.  Of  course, 
domestic  money  does  not  flow  or  move  over  national  boundaries 
but  international  monetary  institutions  do  facilitate  the 
exchange. 

3.  Coordination:  The  international  monetary  arrangements  and 

institutions  do  provide  the  basic  devices  for  coordinating 
the  international  flows. 
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4.  Marginal  analysis:  The  international  balance  of  payments  is 

greatly  influenced  by  percentage  changes  in  each  of  the  items 
and  the  offsets  of  other  items  in  the  balance.  These  do 
represent  marginal  shifts. 

5.  Institutional  factors:  The  international  arrangements  for 

making  and  receiving  payments  are,  of  course,  economic 
institutions.  Likewise,  tariff  regulations,  immigration 
laws,  etc.,  affecting  the  trade  of  goods  and  services  and 
the  movement  of  capital  and  people,  are  examples  of  insti- 
tut ions . 

II.  Comments  on  the  Learning  Process 

A.  Vocabulary:  The  words  "export"  and  "import"  are  used  uncertainly 
by  many  people.  They  often  say  "export  from  and  export  to"  a 
country.  Note  also  that  the  words  exports  and  imports  are 
associated  with  goods  only,  but  they  also  are  used  to  include 
other  items — travel,  transportation,  d iv idends— and  may  be  a 
synonym  for  al 1 receipts;  similarly,  for  the  word  imports. 

B.  Mathematical  concepts  and  skills 

1.  The  concept  of  similarities  and  differences,  used  in  the  com- 
parison and  contrasts  of  domestic  and  international  trade, 
shows  that  these  are  not  completely  similar  nor  different. 

In  a word,  we  have  overlapping  in  which  some  of  the  charac- 
teristics are  similar  and  some  different.  One  could  draw 
an  analogy  to  an  intersection  in  set  theory. 

2.  The  International  Balance  of  Payments  is  an  example  of 
double  entry  in  accounting.  Receipts  (exports  or  credits) 
are  balanced  by  payments  (imports  or  debits).  It  is  assumed, 
therefore,  that  the  International  Balance  of  Payments  will 
always  be  balanced. 

3.  In  determining  the  significance  of  international  trade  to 
the  American  economy,  it  was  pointed  out  that  the  percentages 
understate  the  importance.  The  mathematical  concept  buried 
in  this  notion  is  that  small  percentages  ma^  have  large 
influences.  A similar  demonstration  of  the  importance  of 
small  changes  is  the  influence  which  the  outflow  of  a 

small  amount  of  gold  might  have. 

C.  Ability  to  generalize 

1.  International  trade  is  a special  case  of  flows.  If  the  stu- 
dent is  able  to  see  that  it  is,  he  has  in  fact  generalized 
from  a domestic  flow  to  a more  comprehensive  appreciation  of 
flows. 
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III. 


2 While  this  unit  did  not  treat  at  length  the  ways  of  making 
international  payments,  the  student  has  already  had  enoug 
introduction  to  the  problems  of  payments  to  appreciate  the 
special  nature  of  international  payments. 

D.  Background 

1.  The  notion  of  imports  and  exports  has  been  present  in  many 
sections  of  history  and  in  personal  experiences  of  items 
imported  from  other  countries. 

2 Even  though  pre-judgments  and  fixed  attitudes  about  imports 
and  exports  and  the  mainly  invalid  arguments  for  protection 
exist  in  the  student's  mind,  their  presence  can  be  used  to 
modify  such  positions  and  correct  the  arguments  offered. 


Learning  Situations 
A.  From  Teacher  to  Teacher 

The  two  preceding  units  on  money  and  financial  institutions 
expanded  the  concept  of  flows  by  illustrating  the  ™le  played  by 
these  institutions  in  providing  a medium  in  which  cne  flow  of 
economic  activity  operates.  Before  we  move  to  a study  of  the 
ways  in  which  nations  coordinate  their  economic  flctiV't'®s’  one 
major  extension  of  the  flows  concept  remains  to  be  unfolded. 

The  basic  idea  that  is  unfolded  in  all  the  units  in  the  flows 
section  is  the  continuous  movement  of  goods  and  services  in  ex- 
change for  a continuous  movement  of  money.  This  movement  may  be 
studied  in  terms  of  a few  individuals,  within  a town,  between 
towns,  within  a state,  between  states,  within  a nation,  or  betwee 
nations.  In  general,  the  preceding  units  ana  yzed  the  flows 
within  a nation;  in  this  unit  the  emphasis  will  be  on  flows  be- 
tween nations.  Much  of  the  previous  analysis  can  b®  ®x*;®nded 
directly  into  this  larger  domain  but  the  fact  that  the  flows 
now  crossing  national  political  boundaries  does  create  some 
special  analytical  tools. 

The  first  situation  in  this  unit  provides  a setting  for  the  ex 
ploration  of  the  ideas  involved  in  the  terms  exports  and 
If  we  define  exports  as  all  the  flows  out  of  a country  and  imports 
as  all  the  flows  into  a country,  then  to  avoid  confusion,  we  wil 
need  other  terms  to  describe  just  the  tangible  merchandise  that 
flows  in  and  out  of  a country.  Instead  we  have  chosen  to  hold  a 
first  to  the  common  definition  of  exports  and  imports  as  terms 
which  describe  tangible  merchandise.  The  expansion  of  these 
familiar  terms  into  the  ideas  of  visible  and  invisible  ®xP°tt* 
and  imports,  however,  paves  the  way  for  the  receipts  and  payments 
terminology  used  in  the  balance  of  payments  concept. 

The  balance  of  payments  structure  illustrated  in  the  ^cond 
situation  is  a device  for  analyzing  the  special  case  of  flows 
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between  nations.  We  have  again  chosen  to  illustrate  the  applica- 
tion of  this  concept  to  the  U.  S.  situation  because  the  current 
U.  S.  balance  of  payments  problem  offers  an  opportunity  to  study 
many  facets  of  the  balance  of  payments  concept. 

Our  previous  study  of  the  concept  of  Gross  National  Product  in- 
volved an  analysis  of  both  the  size  and  the  composition  of  the 
GNP.  In  the  same  way,  this  study  of  international  trade  is  inte- 
rested in  both  the  size  and  the  composition  of  trade  between 
nations.  The  second  situation  provided  an  illustration  of  a 
device  for  making  a quantitative  analysis  of  international  trade, 
i.e.  it  dealt  with  the  size  or  magnitude  of  the  flows  between 
nations.  The  third  situation  shows  the  relevance  of  examining 
the  composition  of  the  international  flows,  i.e.  a qualitative 
analysis. 

B.  Sequenced  Learning  Situations 

1.  First  Situation:  An  Expanded  Conception  of  Exports  and 

Imports  (Student  Materials,  page  653) 

a.  Essential  to  a full  grasp  of  the  idea  of  international 
trade  is  an  understanding  of  the  terms  "export"  and 
"import".  It  is  likely  that  students  will  tend  to 
define  exports  and  imports  in  terms  of  goods  sold  to  or 
bought  from  other  nations  by  the  United  States.  The 
purpose  of  this  situation  is  to  expand  the  definitions 
so  that  they  will  include  items  not  usually  viewed  as 
exports  or  imports. 

b.  This  situation  may  be  introduced  by  asking  students  to 
define  the  terms  by  giving  examples  of  exports  and  im- 
ports. As  these  are  listed  on  the  chalkboard  there  is 
a likelihood  that  the  vast  majority  of  the  items  sug- 
gested will  be  goods  such  as  machinery,  fruit,  cloth, 
etc. 

To  initiate  a discussion  of  "invisible"  exports  and 
imports  the  teacher  may  ask  students: 

(1)  Within  the  U.  S.,  are  material  goods  the  only 
"goods"  that  are  bought  and  sold?  Explain. 

(2)  What  does  the  flow  diagram  used  in  past  units 
represent? 

(3)  What  items  apart  from  material  goods  may  be  con- 
sidered a part  of  the  flow  between  the  U.  S.  and 
other  nations? 

If  students  are  able  to  come  up  with  ideas  touching  on 
such  items  as  transportation  service,  tourist  expenditures, 
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military  aid,  gifts  and  investments,  dividends,  then  they 
are  already  aware  of  invisible  exports  and  imports.  How- 
ever, it  may  be  necessary  for  the  teacher  to  aid  them  by 
presenting  some  of  the  following  situations  and  asking 
them  to  identify  the  exports  and  imports  involved  in  each 
instance: 

A U.  S.  firm  dealing  in  the  sale  of  manufactured  goods  to  Brazil  hired 
a Dutch  merchant  ship  to  carry  the  goods  from  a U.  S.  port  to  Rio  de 
Janeiro  at  a cost  of  $10,000. 

A Brazilian  coffee  company  hired  a U.  S.  cargo  ship  for  $15>000  to 
carry  a ship  load  of  coffee  beans  to  Austral ia. 

Mr.  and  Mrs.  Mason  spent  their  vacation  in  Europe.  During  the  two- 
month  vacation  they  spent  a total  of  $2,500.  Of  this,  $l,AO0  was 
used  to  purchase  tickets  on  an  American  airl ine  and  the  remaining 
$1,100  was  used  on  European  rented  cars,  hotels,  theaters,  and  sou- 
venirs. At  the  last  minute  they  cancelled  their  return  by  air  and 
used  the  refund  of  $600  to  buy  tourist  passage  on  a German  liner. 

On  the  same  ship  as  the  Masons  was  a French  historian  who  planned  to 
spend  a year  in  the  U.  S.  studying  American  views  of  the  French 
Revolution.  During  his  time  in  the  U.  S.  this  historian  spent  an 
allowance  from  the  University  of  Paris  of  1,500  francs  ($306)  per 

month . 

British  government  scientists  developed  a weather  satellite  but:  lacked 
facilities  for  launching  it.  They  made  arrangements  to  use  a U.  S. 
launching  pad  and  a rocket,  paying  the  U.  S.  government  $150,000  for 
the  launching  facilities  and  technical  assistance  and  $100,000  for 
the  rocket. 

In  some  areas  of  the  world  where  no  U.  S.  troops  are  stationed  our 
national  interests  are  safeguarded  by  troops  of  such  nations  as 
Greece  and  Turkey.  These  nations  are  supplied  with  U.  S.  armaments 
as  part  of  our  military  aid  program.  In  1963  the  nations  of  the 
Near  East  (including  Turkey  and  Greece)  and  South  Asia  received  $424 
million  worth  of  such  aid. 

Jacob  Eriksen  came  to  the  U.  S.  from  Norway  as  a young  boy  in  191^. 
After  a 1 ifetime  of  work  as  a carpenter  he  retired  and  he  and  his 
wife  decided  to  return  to  Norway.  There  they  lived  on  the  $175  check 
which  they  received  each  month  from  the  Social  Security  Administration 

in  Wash ington,  D.  C. 

John  Graham  of  Connecticut  received  a letter  one  day  from  a New  Zea- 
land lawyer  informing  him  that  his  uncle  had  died  and  John,  as  his 
only  heir,  would  be  the  recipient  of  5>000  pounds.  Half  of  this  was 
in  the  form  of  shares  in  the  Standard  Oil  Company  of  California  and 
the  remainder  in  New  Zealand  pounds. 


400 


9.  Joan  Schultz,  a U.  S.  resident,  bought  $10,000  worth  of  shares  in  the 
British  firm  of  Imperial  Chemical  Industries  and  received  a yearly 
dividend  check  of  180  pounds  ($496)  as  a result  of  her  investment. 

10.  A Swiss  dairy  products  company  recently  opened  a branch  of  the  company 
In  West  Virginia  and  specialized  in  a popular  brand  of  Swiss  cheese 
for  the  American  market.  In  1964  the  U,  S.  manager  sent  a bank  draft 
for  $25,000  to  the  headquarters  in  Berne  for  distribution  to  European 
shareholders. 

2.  Second  Situation:  The  Balance  of  Payments  (Student  Materials, 

page  653) 

a.  In  the  first  situation  we  temporarily  expanded  the  ideas 
of  exports  and  imports  to  include  all  flows  of  money  or 
goods  and  services  between  nations.  These  "visible" 
(merchandise)  and  "invisible"  (transport,  tourist  spend- 
ing, gifts,  etc.)  exports  and  imports  may  be  totalled 
for  a given  year.  Now,  the  problem  is  how  shall  we 
interpret  these  totals.  The  first  step  in  the  second 
situation  is  to  develop  some  new  terminology  that  will 
facilitate  our  interpretation  of  such  totals. 

b.  If  we  return  to  the  commonplace  definitions  of  exports 
and  imports,  that  is,  exports  are  merchandise  (visible 
goods)  that  flow  out  from  a nation  and  imports  are  mer- 
chandise (visible  goods)  that  flow  into  a country,  then 
we  need  a new  set  of  terms  to  cover  all  the  "invisible" 
outflows  and  inflows  as  well  as  the  "visible"  outflows 
and  inflows.  In  short,  if  the  terms  exports  and  imports 
are  given  specific  meaning  in  reference  to  visible  goods, 
then  we  need  general  terms  to  refer  to  all  outflows  and 
all  inflows  for  a nation.  The  general  terms  currently 
used  in  economics  for  these  ideas  are  receipts  and  pay- 
ments. The  reading  selection  suggested  below  illustrates 
the  use  of  these  terms  and  expands  the  ideas  discussed 

in  the  first  situation.  Have  the  students  read  the  fol- 
lowing account  of  the  U,  S.  situation  as  an  introduction 
to  the  balance  of  payments  problem. 

The  Balance  of  Payments ^ 

Take  a jigsaw  puzzle  and  dump  it  out  of  its  box.  You  will  see  a confused 
jumble  of  color  and  contour. 

Then  begin  fitting  the  puzzle  together,  piece  by  piece.  By  the  end  of  an 
evening  you  should  have  before  you  a picture  as  clear  as  a trout  stream 
in  the  Poconos  or  Mt.  McKinley  on  a crisp  autumn  afternoon. 


•"The  Balance  of  Payments." 
Series  for  Economic  Education. 


Federal  Reserve  Bank  of  Philadelphia, 
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One  reason  so  many  people  have  difficulty  understanding  the  balance  of 
payments  is  because  they  see  it  as  a jumble  of  unconnected  parts.  Maybe 
the  way  to  present  the  picture  most  clearly  is  to  assemble  the  pieces, 
one  by  one. 

For  the  sake  of  simplicity  let's  think  of  all  the  nations  that  the  United 
States  does  business  with  as  one  country.  We'll  call  it  "Residuum11,  and 
we'll  assume  that  only  one  currency,  the  dollar,  is  involved. 

The  United  States  buys  (imports)  goods  from  Residuum  and  sends  dollars 
in  settlement.  The  United  States  also  sells  (exports)  goods  to  Residuum 
and  receives  dollars  back  in  payment. 

These  money  flows  are  the  first  pieces  in  the  picture.  In  1964  the  United 
States  bought,  or  imported  about  $19  billion  worth  of  goods  from  Residuum 
and  we  sold,  or  exported  about  $25  billion.  As  a result  of  these  trans- 
actions, the  first  pieces  of  our  balance  of  payments  looked  like  this-- 


In  other  words,  we  had  a favorable  balance  of  $6  billion  on  trade  alone. 
Although  specific  products  may  have  trouble,  American  goods,  in  general, 
obviously  are  able  to  compete  very  well  with  those  produced  in  other 
countries. 

It  is  true  that  we  imported  more  crude,  or  raw  materials  than  we  exported 
and  the  same  appl ies  to  manufactured  foodstuffs.  But  when  you  come  to 
other  manufactured  goods  such  as  industrial  machinery,  computers,  electri- 
cal apparatus  and  so  ori,  our  exports,  at  $15  billion,  are  more  than  twice 
as  large  as  our  import';. 

If  only  goods  were  included  in  the  balance  of  payments,  we  would  have  no 
problems.  These  are  other  pieces  in  the  picture,  however. 

Every  June  hundreds  of  thousands  of  American  tourists  pack  up  their  best 
clothes,  get  their  shots  and  travel  to  Residuum.  Together  with  business- 
men and  government  officials  they  spent,  in  1964,  about  $6  billion  for 
transportation  abroad,  accommodations  and  other  services. 

People  from  Residuum  spend  about  $5  billion  for  similar  services  in  the 
United  States  and  so  we  add  the  following  pieces  to  the  picture: 
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Several  important  areas  of  Residuum  are  enjoying  unprecedented  prosperity. 
Business  is  booming  there  and  Americans  are  finding  opportunities  to 
invest  their  money  and  make  a good  profit.  There  are  three  main  ways  to 
invest  abroad:  (1)  build,  or  buy  a plant  in  a foreign  country;  (2)  buy 

the  stocks  and  bonds  of  foreign  firms  or  governments;  and  (3)  buy  the 
short-term  (less  than  a year)  obligations  of  foreigners.  In  1964,  Ameri- 
cans invested  approximately  $6  billion  abroad. 

Our  net  annual  foreign  investment  has  risen  rapidly.  In  1950  it  was  only 
$1  billion  and  in  I960  it  was  still  under  $4  billion.  One  of  the  fastest 
growing  categories  in  the  last  year  or  two  was  long-term  loans  made  abroad 
by  American  banks. 

Our  foreign  investments,  if  wisely  made,  will  yield  interest  and  dividends. 
In  1964,  the  net  income  on  our  accumulated  foreign  investments  was  about 
$5  billion.  Thus  the  picture  now  looks  like  this: 
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Next,  the  many  activities  of  the  U.  S.  Government  abroad  must  be  considered, 
Washington  spends  about  $3  billion  to  maintain  American  Armed  Forces  in 
foreign  countries.  Then  we  grant  certain  nations  about  $4  billion  under 
the  foreign  aid  program.  Our  government  also  makes  loans  and  investments 
abroad,  largely  in  underdeveloped  areas  and  they  are  included  here. 


Add  the  “Other"  or  miscellaneous  categories,  total  the  receipts  and  pay- 
ments, subtract  one  from  the  other  to  determine  if  there  is  a deficit, 
or  a surplus,  and  the  balance  of  payments  picture  for  1964  is  now  complete. 
(See  next  page.) 
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So  you  see  the  hefty  margin  of  American  exports  over  imports  was  more  than 
wiped  out  by  Government  grants,  military  outlays,  tourist  spending  an  , ^ 
most  recently,  by  a surge  of  American  investment  abroad.  After  al  pa. 
have  been  fitted  In  place  we  paid  out  about  $3  billion  more  to  Residuum 

than  we  received. 


In  essence,  then,  our  balance  of  payments  simply  is  a record  of  all  mone 
tary  receipts  from,  and  payments  to,  the  rest  of  the  world. 


Why  we  worry 

The  United  States  has  had  an  unfavorable  balance  for  14  out  of  the  last 
15  years.  Because  of  the  excess  of  our  payments  over  receipts  during 
this  period,  foreigners  now  own  huge  quantities  of  U.  S.  dollars.  Essen 
tially,  foreigners  can  do  three  things  with  these  dollars: 
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Keep  them  in  banks, 

Invest  them  in  U.  S.  securities, 

Exchange  them  for  gold. 

Since  1958,  foreigners  have  converted  over  seven  billion  dollars  to 
gold.  Continuing  balance  of  payments  deficits  and  gold  losses  have  led 
some  to  doubt  the  soundness  of  the  United  States  dollar. 

Although  the  real  value  of  the  dollar  depends  on  its  purchasing  power  and 
the  strength  of  the  American  economy,  many  nations  interpret  payments 
deficits  and  gold  losses  as  signs  of  potential  weakness.  The  state  of 
our  currency  is  of  vital  importance  abroad.  Numerous  countries  use  dol- 
lars as  a backing  for  their  own  money.  They  feel  that  dollars  are  the 
next  best  thing  to  gold  because  they  easily  can  be  converted  into  gold 
and,  in  turn,  to  other  currencies,  at  a fixed  price. 

In  addition,  foreigners  use  U.  S.  dollars  to  settle  many  business  transac- 
tions, not  only  with  the  United  States,  but  among  themselves.  Actually 
the  dollar  is  sort  of  an  international  currency  in  business  all  over  the 
worl d. 

If  other  countries  lose  confidence  in  the  stability  of  the  dollar, 
undoubtedly  they  also  will  lose  confidence  in  the  United  States  and  its 
political  policies.  Nobody  wants  to  follow  a weak  leader. 

As  William  McC.  Martin,  Jr.,  Chairman  of  the  Federal  Reserve  Board,  said, 

".  . . if  the  financial  standing  of  the  United  States  declines,  the  power 
and  influence  this  country  wields  in  the  world's  affairs  . . . inevitably 
will  decl  ine  as  well." 

There  is  no  question  that  we  must  keep  the  dollar  strong  both  in  terms  of 
purchasing  power  at  home  and  in  terms  of  gold  abroad.  So  many  free  nations 
depend  on  it.  But  how  do  we  do  it?  One  way  is  to  get  our  receipts  from, 
and  payments  to  Residuum  in  balance  and  keep  them  that  way. 

c.  This  part  of  the  second  situation  takes  the  form  of  a 
conversation  between  four  men  who  ride  to  and  from  work 
together.  The  teacher  may  have  students  read  "Freeway 
Forum"  (Student  Materials,  page  658)  individually  or  may 
have  five  class  members  act  the  situation  out  in  front 
of  the  class  using  a table  and  four  chairs  as  "props". 

Some  adaptation  to  particular  class  situations  may  be 
necessary,  e.g.  the  teacher  may  wish  to  use  girls  in 
some  of  the  parts.  Following  the  dialogue  are  some  sug- 
gested ways  of  helping  students  analyze  and  discuss  the 
problems  involved  in  the  balance  of  payments  controversy. 


^For  a more  detailed  discussion,  see  the  earlier  pamphlet 
series  entitled  "GOLD!" 


in  this 


Narrator: 


Ed: 

Bill : 
Ed: 

Steve: 

Herb: 

Ed: 

Herb: 

Ed: 

Bill: 

Ed: 

Bill: 


Freeway  Forum 

As  Ed  Rolfe's  car  sped  along  the  freeway  leading  out  of  San 
Francisco,  Ed  and  his  three  friends  listened  to  a broadcast 
concerning  U.  S.  overseas  trade.  The  commentator  had  just 
finished  his  broadcast  by  saying  that  in  \b  out  of  the  last 
15  years  the  U.  S.  had  spent  more  in  foreign  countries  than  it 
received  from  them.  At  this  point  Ed  learned  over,  turned  off 
the  radio  and  the  following  conversation  got  under  way: 

Did  you  hear  what  he  just  said?  That  guy  said  that  for  out 
of  the  last  15  years  we've  been  shelling  out  more  than  we  re 
taking  in.  Those  idiots  in  Wash ington— how  long  do  they  think 
we  can  keep  th i s up? 

Listen  to  the  genius  here.  I suppose  you've  got  a solution  to 
the  problem. 

Sure— it's  simple.  We're  paying  out  more  than  we're  taking 
in— right'.  Well,  if  we  stopped  buying  all  that  French  perfume, 
and  all  those  German  cars  and  Japanese  cameras  and  all  the 
rest  of  that  foreign  stuff,  we'd  get  rid  of  the  problems  in  a 

hurry. 

I'm  with  you.  American  products  are  better  anyway.  People 
don't  realize  that  every  time  they  buy  a foreign  product  some 
American  is  cheated  out  of  work. 

Wait  a minute.  Do  you  think  it's  okay  for  us  to  sell  our 
products  to  foreign  countries? 

Sure,  why  not? 

So  you're  saying  we  should  sell  as  much  as  we  can  to  other 
countries  but  buy  as  little  as  possible  from  them.  How  are 
they  going  to  get  the  money  to  buy  our  stuff  tif  we  don  t buy 
anything  from  them? 

I don't  understand  what  you're  driving  at,  but  I still  think 
we  ought  to  cut  down  on  all  this  imported  stuff. 

You  drink  an  awful  lot  of  coffee,  Ed;  and  how  about  all  the 
chrome  on  your  car,  and  bananas  and  .... 

Come  on,  that's  different.  I'm  not  talking  about  those 
things.  I mean  the  kind  of  things  we  can  produce  right  here 
shouldn't  be  brought  in  from  outside. 

But  the  guy  on  the  radio  said  that  we  are  already  selling  a 
lot  more  things  than  we  are  buying.  You  guys  aren't  talking 
about  the  real  problem.  If  we  stopped  giving  away  all  that 
money  in  foreign  aid,  we  wouldn't  be  on  the  short  end  year 

after  year. 


Steve: 


Herb: 
Bill : 

Herb: 

Ed: 

Herb: 

Steve: 

Herb: 

Ed: 

Herb: 

Steve: 

Bill: 
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| still  agree  with  Ed,  but  what  you  say  seems  to  make  a lot  of 
sense,  too.  While  I was  cutting  this  man's  hair  the  other  day, 
he  said  last  year  we  gave  away  almost  three  billion  dollars. 

According  to  some  figures  I read,  that's  about  the  same  amount 
that  we  spend  on  military  aid,  too. 

Well,  I can  see  spending  money  on  defense  but  not  on  these 
give-away  schemes.  We  give  all  this  money  away  to  foreigners 
and  get  nothing  out  of  it— that's  what  I object  to. 

I even  question  some  of  the  money  we're  pouring  into  foreign 
armies.  Are  we  getting  our  money's  worth?  And  the  money 
we're  spending  on  our  own  soldiers'  wives  and  families  over 
there— that's  another  big  chunk  of  money  pouring  out  of  the 

U.S.A. 

You  didn't  complain  about  the  fancy  expense  account  your  company 
allowed  you  when  they  sent  you  to  Japan  last  year,  Herb.  How 
many  good  American  dollars  did  you  spend  over  there? 

That's  different.  I was  on  an  important  job  helping  my  company 
establish  a new  chemical  processing  plant. 

How  come  your  company  spent  all  that  money  in  Japan  instead 
of  setting  up  a new  plant  here?  We  ought  to  put  a stop  to 
that  sort  of  thing. 

By  putting  the  plant  in  Japan  we  were  able  to  cut  production 
costs.  I noticed  that  the  clothing  store  you  work  in,  Ed, 
sells  suits  made  with  our  fibers.  In  fact,  the  suit  you  have 
on  looks  like  it  was  made  with  them.  Did  you  complain  about 
getting  a first-rate  suit  at  a bargain  price? 

Stop  changing  the  subject.  Sure,  I buy  the  best  suit  I can 
get  for  my  money,  but  before  you  fellows  started  setting  up 
plants  all  over  the  world  the  best  buy  was  a 100%  American 

made  suit. 

What?  And  you're  the  guy  that's  always  saying  that  free 
■Competition  is  what  has  made  America  great.  Are  you  afraid 
of  some  real  competition? 

Competition  between  American  companies  is  one  thing,  but  trying 
to  compete  with  countries  that  pay  lousy  wages  is  something 

else. 

I heard  that  the  wages  in  Europe  and  Japan  aren't  so  bad  any- 
more. The  real  reason  they  can  undersell  us  is  that  we  built 
all  those  modern  factories  for  them  while  our  own  factories  are 
still  using  outdated  machinery. 
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Steve: 

Narrator: 


Turn  the  radio  on.  I want  to  hear  the  weather  report. 

The  conversation  turned  to  the  weather  and  the  bal ance-of-pay- 
ments  problem  was  lost  in  speculation  about  the  influence  of 
atomic  testing  on  the  rainfall. 

d.  Have  the  students  write  a few  sentences  summarizing  the 
solution  of  the  balance  of  payments  problem  put  forward 
by  each  of  the  four  characters.  The  following  are  exam- 
ples of  the  kind  of  responses  that  may  be  made  by  students: 

(1)  Ed  thinks  that  we  should  cut  back  on  imports  and 
increase  exports.  He  also  seems  to  be  against 
tourists  spending  a lot  of  money  abroad. 

(2)  Bill  is  in  favor  of  a great  reduction  in  foreign 
aid  spending. 

(3)  Steve  thinks  that  we  should  prohibit  Americans  from 
i nvest i ng  abroad . 

(4)  Herb  questions  the  efficiency  of  our  military 
spending  in  foreign  countries. 

e.  In  the  play*  some  of  the  characters  contradict  themselves 
when  their  self  interests  conflict  with  the  national 
interest.  Have  the  students  find  a few  examples  of  these 
contradictions.  They  may  point  out  that: 

(1)  Ed  starts  out  calling  for  a cutback  on  all  imports 
until  Bill  points  out  how  many  imported  things  Ed 
buys  al 1 the  t ime. 

(2)  Herb  wants  to  cut  down  on  spending  by  American 
soldiers  and  their  families  in  foreign  countries, 
but  he  does  not  understand  that  the  money  he  spent 
as  a tourist  also  contributed  to  the  balance  of 
payments  problem. 

f.  The  following  excerpt  from  the  Federal  Reserve  booklet, 
"The  Balance  of  Payments,"  gives  an  excellent  statement 
of  th*.  confl  icts  that  exist  between  various  economic  and 
political  goals  held  by  Americans.  Although  the  context 
of  the  confl icts  may  vary  from  one  nation  to  another, 
the  case  of  the  United  States  provides  a general  model 
of  the  kinds  of  conflicts  which  exist  in  most  nations. 

Have  the  students  read  the  following  excerpt  as  a class 
or  a homework  assignment  (Student  Materials,  page  661): 
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Solving  the  Payments  Problem^ 

During  recent  years,  the  Federal  Government  took  a number  of  steps  designed 
to  bring  flows  of  dollars  into,  and  out  of,  the  United  States  in  closer 
balance.  The  payments  deficit,  however,  did  not  diminish  significantly. 

In  February,  1965,  President  Johnson  announced  a comprehensive  program, 
which  prescribed  corrective  measures  in  most  major  categories  of  our 
international  receipts  and  payments.  The  President  concluded  that  the 
complex  causes  of  our  imbal ance-- ranging  from  world-wide  turmoil  to. 

Mrs.  Brown's  desire  for  Lowestoft  ch  ina--cal 1 ed  for  diversified  action 
on  many  fronts. 

More  exports? 

It  would  be  desirable  to  increase  American  exports  so  that  more  money 
would  flow  into  this  country  in  payment  for  our  goods.  Indeed,  the 
government  already  has  several  programs  designed  to  increase  U.  S.  exports 
by  providing  more  information  and  services  to  U.  S.  firms  wishing. to  sell 
abroad.  In  addition,  we  conduct  50  full-scale  trade  shows  to  exhibit  U.  S. 
goods  overseas.  More  special  financing  and  insurance  arrangements  are 
also  in  the  works . 

As  in  most  balance  of  payments  categories,  beneficial  actions  seem  to 
have  offsetting  reactions.  Foreign  trade  is  a reciprocal  thing;  if  we 
convince  foreigners  to  buy  more  here  they  also  will  want  to  sell  more 
here.  And,  of  course,  an  increase  in  our  sales  abroad  will. add  to.U.  S, 
prosperity  and  income  flows,  which,  in  turn,  will  make  Americans  willing 
and  able  to  buy  more  imports. 

If  we  should  pass  a law  to  limit  imports,  foreign  countries  would  do  the 
same,  which  would  reduce  their  purchases  here  (our  exports).  Since  we 
export  more  than  we  import,  we  might  wind  up  worse  than  before. 

This  is  not  to  say  that  our  exports  cannot  be  increased,  relative  to  our 
imports  but  it  will  not  be  easy  to  achieve  large  increases  in  a short 
time. 

Tourists 


Several  years  ago  the  government  cut  from  $500  to  $100  the  amount  of  duty 
free  foreign  goods  that  a tourist  may  bring  home  and  the  President  has 
requested  legislation  making  a further  cut  to  $50.  A See-Amer ica-Fi rst 
drive  is  getting  under  way  and  we  are  trying  to  persuade  more  foreign 
tourists  to  visit  the  United  States. 


3"The  Balance  of  Payments." 
Series  for  Economic  Education. 
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Nevertheless,  the  fact  remains  that  foreign  countries  have  an  exotic  appeal 
to  millions  of  Americans,  more  and  more  of  whom  now  can  afford  the  trip. 

They  will  not  be  pleased  if  their  freedom  to  travel  is  impaired. 

Investors 

In  1964,  Congress  passed  a tax  which  reduces  the  yield  on  certain  foreign 
securities  sold  in  the  United  States  by  about  one  per  cent  a year.  A 
similar  tax  is  being  appl ied  to  long-term  loans  to  foreigners  made  by 
U.  S.  banks.  The  idea  is  to  make  dollar  loans  abroad  more  expensive  to 
foreign  borrowers  and  less  rewarding  to  American  lenders. 

A special  program  of  voluntary  credit  restraint  was  begun  in  early  1965. 
President  Johnson  asked  American  banks,  and  other  lenders,  to  limit  their 
loans  to  foreigners,  and  he  urged  American  corporations  to  hold  down  their 
investments  abroad. 

There  are  several  possible  reactions  to  this  phase  of  the  Administration's 
program.  If  we  successfully  reduce  U.  S.  loans  and  investments  abroad  we 
will  improve  our  balance  of  payments,  to  be  sure,  but  we  run  the  risk  of 
pinching  the  credit  available  to  our  friends  and  allies.  Insofar  as  our 
loans  to  foreigners  are  used  to  finance  purchases  of  American  goods,  a 
curtailment  might  reduce  our  exports,  and  worsen  our  imbalance  by  increasing 
the  margin  between  U.  S.  receipts  and  payments. 

In  an  attempt  to  counter  such  reactions,  the  President's  program  gives 
special  consideration  to  export  financing  and  investments  in  underdeveloped 
nat ions . 

Mil itary  spend i nq 

The  Pentagon  spends  almost  $3  billion  a year  to  maintain  our  armed  forces 
overseas.  A great  many  problems  would  be  solved  if  all  the  nations  of  the 
world  could  live  in  harmony  and  we  could  eliminate  this  spending  entirely. 
Unfortunately  that  time  has  not  yet  come. 

Some  cutbacks  in  military  spending  abroad  have  been  made  and  the  President 
promises  an  "intensified  effort"  to  achieve  further  reductions.  But  with 
serious  difficulties  in  Southeastern  Asia  and  continuing  cold-war  pressure 
elsewhere,  one  wonders  how  much  overseas  military  spending  can  be  trimmed 
in  the  foreseeable  future. 

Nevertheless,  we  might  encourage  or  require  countries  in  which  we  maintain 
armed  forces  to  buy  more  American  goods  as  a bal ance-of-payments  offset. 
These  reciprocal  agreements  already  exist  and  their  number  and  scope 
might  be  expanded. 

Fore iqn  aid 

In  1964,  the  United  States  gave  $4  billion  in  grants  and  aid  to  other 
countries.  The  basic  purposes  were  to  assist  free  nations  in  their  own 
defense  programs  and  to  help  under-developed  and  newly-emerged  nations 


to  raise  their  standards  of  iiving,  which  too  often  are  appallingly  low. 
Sharp  reductions  in  U.  S.  aid,  therefore,  could  make  these  desirable 
objectives  more  difficult  to  achieve. 

Actually,  the  aid  programs  contain  built-in  offsets  that  lessen  adverse 
effects  on  the  balance  of  payments.  About  85  per  cent  of  the  money  given 
overseas  is  used  to  buy  goods  in  this  country  thus  increasing  our  exports. 
Some  of  these  returning  funds  have  strings  tied  on  them  by  U.  S.  govern- 
ment regulation  and  some  are  spent  here  because  we  offer  the  best  products 
at  the  most  reasonable  prices. 

In  foreign  aid,  too,  President  Johnson  has  promised  continuing  action  to 
improve  effects  on  the  balance  of  payments.  No  doubt  further  overall 
efficiencies  are  possible,  and  many  countries,  which  recently  have 
prospered,  should  require  less  aid,  or  none  at  all.  In  fact,  there  is  no 
reason  why  a number  of  now-affluent  nations,  many  of  whom  we  helped  back 
on  their  feet  in  the  eariy  postwar  period,  cannot  themselves  offer  more 
financial  aid  to  backward  countries. 

Certainly  our  foreign  aid  spending  can  be  cut,  but  because  of  our  politi- 
cal policies  and  those  of  other  industrialized  nations,  major  reductions 
probably  will  not  be  easy  or  quick. 

Imbalance,  yesterday* 

Nations  have  been  having  problems  with  their  balance  of  payments  for 
hundreds,  maybe  thousands  of  years.  In  most  cases  trade  was  the  major 
cause.  One  nation  would  import  more  than  it  exported  and  its  total  pay- 
ments to  the  rest  of  the  world  would  exceed  its  receipts.  Usually  that 
nation's  economy  had  "overheated"  and  inflation  and  efficient  production 
at  home  had  made  domestic  goods  and  services  less  attractive  than  foreign 
ones. 

The  time-honored  cure  for  such  a problem  was  to  reduce  the  amount  of  cir- 
culating money  in  the  country  which  was  buying  more  abroad  than  it  was 
selling.  (Under  the  gold  standard  of  years  gone  by,  gold  would  leave  the 
import-heavy  country  and  the  money  supply  there  would  shrink  automatically.) 

With  less  money  in  circulation  domestic  prices  would  tend  to  fall.  This 
would  reduce  income  and  purchasing  power  and,  in  turn,  the  demand  for 
imports.  In  addition,  lower  prices  and  increasing  competition  among  pro- 
ducers would  make  domestic  goods  and  services  more  attractive  to  foreign- 
ers, thereby  increasing  exports. 

A smaller  money  supply  also  should  increase  interest  rates  which  would 
stimulate  the  inflow  of  investment  money  from  other  countries. 

In  these  ways  receipts  from  the  rest  of  the  world  would  increase,  payments 
would  decrease  and  the  imbalance  would  correct  itself. 


Imbalance,  today 


Many  people  believe  we  should  use  the  tight  money-high  interest  cure  here 
and  now.  But  others  are  quick  to  point  out  that  our  payments  problem 
does  not  stem  from  the  traditional  causes-- inf lat ion,  efficient  production, 
etc.  Indeed,  our  wholesale  prices  have  been  quite  stable  for  the 
better  part  of  a decade  and  our  exports  are  running  at  a rate  more  than 
$6  billion  above  our  imports.  Our  present  problem  is  a rather  unique  one, 
caused  in  large  measure  by  the  United  States'  position  of  political  and 
economic  leadership  in  the  struggle  against  Communism. 

Another  cons  iderat  ion  seems  to  make  sharp  tighetening  of  money  undesirable 
at  this  time.  Such  a step,  with  its  accompanying  rise  in  U.  S.  interest 
rates,  might  choke  off  the  prosperity  we  have  been  enjoying  for  so  many 
years  now.  This  would  have  most  serious  consequences,  not  only  here  at 
home  where  unemployment  remains  a problem,  but  all  over  the  free  world. 

A major  business  setback  here  would  spread  quickly  to  other  nations. 

Concl us  ion 

After  more  than  a decade  of  deficits  and  dwindling  gold  reserves,  the 
nation  now  is  facing  its  bal ance-of-payments  problem  squarely.  We  appear 
convinced  that  the  imbalance  cannot  continue  indefinitely,  and  a number 
of  specific  steps  have  been  taken. 

The  present  programs  are  considered  by  many  to  be  well  suited  to  the 
present  problem.  They  are  aimed  at  trouble  spots  with  some  precision, 
which  should  minimize  offsetting  reactions. 

The  American  free  enterprise  system  of  production,  has  shown  itself  to 
great  advantage  in  world  competition.  Thus  a solution  to  the  payments 
problem  should  be  as  compatible  as  possible  with  free  enterprise.  The 
voluntary  credit  restriction  program,  as  opposed  to  additional  tiers  of 
government  regulation,  meets  this  requirement. 

Yet  it  will  be  a miracle  if  the  payments  problem  is  solved  quickly,  or 
easily.  Many  of  the  proposed  solutions  should  help  and,  if  they  don't, 
others  will  be  tried.  But  it  is  well  to  remember  that  these  are  tem- 
porary programs.  Even  if  they  manage  to  bring  our  international  payments 
in  balance  it  is  by  no  means  certain  they  can  keep  it  there  indefinitely. 

The  best  long-run  solution  is  to  maintain  a vigorous  and  growing  domestic 
economy.  In  this  way  we  will  encourage  domestic  investment  and  attract 
swelling  inflows  of  foreign  funds.  Only  a sound,  competitive  environment 
will  nourish  the  inventiveness  and  efficiency  to  make  American  goods  even 
more  desirable  in  foreign  markets. 

In  the  final  analysis,  it  is  the  strength  of  the  American  economy,  the 
vitality  of  free  business  and  labor,  that  must  support  our  international 
political  policies  and  goals. 
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Have  the  students  evaluate  the  "solutions"  put  forward 
by  the  four  characters  in  "Freeway  Forum"  in  terms  of  the 
last  reading. 

Assignment:  Have  the  students  write  a short  essay  on  the 

United  States  balance  of  payments  problem.  Have  them 
include  a statement  of  the  problem  and  the  policies  that 
they  feel  would  contribute  most  toward  resolving  the 
problem. 


OR 

Have  the  students  write  a more  extended  research  paper 
on  one  of  the  following  historical  topics  in  which  they 
show  an  application  of  the  concepts  of  this  unit  to  an 
analysis  of  a historical  situation: 

(1)  The  debate  over  Clay's  "American  System" 

(2)  The  debate  over  the  Hawley-Smoot  protective  tariff 

(3)  The  U.  S.  Trade  Expansion  Act 

(4)  The  effect  on  the  U.  S.  of  the  European  Common  Market 
arrangements 

3.  Third  Situation:  The  Importance  of  International  Trade 

(Student  Materials,  page  665) 

a.  We  have  noted  in  the  previous  learning  situations  that 
al 1 the  flows  of  money  and  goods  and  services  enter  into 
the  balance  of  payments  for  a nation.  The  case  of  the 
United  States  since  World  War  II  illustrates  the  possi- 
bility that  a nation  may  be  exporting  more  products  than 
it  imports  and  still  may  run  a deficit  in  the  balance  of 
payments  due  to  other  international  flows.  A prolonged 
deficit  in  the  balance  of  payments  for  any  nation  ( 1 4 out 
of  the  last  15  years  for  the  U.  S.)  creates  monetary 
problems  of  great  importance.  The  discussion  in  the 
second  situation  centered  around  the  importance  of  the 
monetary  flows  in  international  trade.  The  reading 
selection  and  the  play,  "Freeway  Forum,"  also  illustrated 
the  close  relationship  between  economic  factors  and  polit- 
ical factors  in  resolving  the  balance  of  payments  problem. 

b.  The  balance  of  payments  between  one  nation  and  the  rest 
of  the  world  illustrates  only  the  total  quantity  of  goods 
and  services  flowing  in  and  out  of  a nation  in  terms  of 
the  monetary  value  of  those  flows.  The  composition  of 
the  flows  of  goods  and  services  between  nations  is. also 
an  important  consideration  and  it  is  to  this  concept  that 
we  turn  in  the  third  learning  situation.  The  use  of  the 
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following  statistical  information  may  serve  two  purposes: 
First,  it  should  provide  students  with  an  opportunity  to 
synthesize  various  pieces  of  information  into  a single 
concept,  namely,  that  the  composition  of  exports  and 
imports  are  as  important  in  analysis  as  their  quantity. 
Secondly,  it  should  provide  an  opportunity  to  generalize 
on  the  importance  of  qualitative  as  well  as  quantitative 
analysis  in  economic  understanding. 


Table  1:  Exports  and  Imports  in  Relation  to  GNP  for  Selected  Years 


' 

Year 

GNP* 

(1954  Dol lars) 

Exports* 

Exports  as 
a percentage 
of  GNP  ~ 

Imports* 

Imports  as 
a percentage 
of  GNP 

1950 

318.1 

14.5 

5% 

14.2 

4% 

1955 

392.7 

19.2 

5% 

18.3 

4% 

I960 

439.9 

24.9 

6% 

23.2 

5% 

1961 

447.7 

25.5 

6% 

23.3 

5% 

1962 

474.8 

27.0 

6% 

25.2 

5% 

1963 

I 492.9 

28.8 

6% 

26.2 

5% 

*ln  billions  of  dollars 

Source:  U.  S.  Bureau  of  the  Census,  Stat ist ical  Abstract : 1964,  p.  323 

c.  Students  should  be  given  the  opportunity  of  studying 
carefully  the  above  table  before  they  are  asked  to 
respond  to  the  following  suggested  focus  questions: 

(1)  On  the  basis  of  the  information  given  in  Table  1 
what  conclusions  could  you  draw  concerning  imports 
and  exports  as  contributions  to  the  Gross  National 
Product? 

(2)  Since  they  constitute  such  a small  percentage  of  the 
GNP,  why  should  the  United  States  even  be  concerned 
about  them?  Couldn't  we  just:  forget  about  trading 
with  other  nations? 

(3)  What  might  be  the  implications  if  v.  followed  such 
a policy  of  isolating  ourselves  from  trade  with  the 
rest  of  the  world? 

(4)  Is  a strictly  "dollar  value"  the  only  way  to  measure 
the  importance  of  exports  and  imports?  Do  you  recall 
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what  qualifications  were  placed  upon  GNP  as  a measure 
of  prosperity?  (Unit  7) 

(5)  What  factors  might  one  take  into  account  in  justi- 
fying the  U.  S.  policy  of  continuing  to  trade  with 
foreigners  when  the  total  amount  of  trade  makes  up 
such  a small  proportion  of  the  total  GNP? 

These  questions  are  suggested  as  a means  of  eliciting  from 
the  students  some  discussion  of  why  they  think  exports  and 
imports  are  important  from  a qualitative  as  well  as  a 
quantitative  point  of  view.  The  following  charts  may  aid 
the  teacher  in  emphasizing  the  qualitative  role  of  imports 
and  exports  in  the  U.  S.  economy.  In  conjunction  with 
these  charts  the  teacher  may  wish  to  probe  student  thinking 
about  the  relationship  between: 

(1)  National  security  and  foreign  trade 

(2)  Unemployment  and  the  export/ import  trade  ($4  million 
are  involved  directly  in  the  export/ import  trade. 

How  many  are  involved  indirectly?) 

(3)  Unemployment  and  American  foreign  aid  (Do  we  send 
only  money  and  guns  overseas?) 

(A)  American  policies  and  overseas  prosperity 
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IMPORTS  USED  BY  AMERICAN  INDUSTRIES4  (Student  Materials,  page  666) 
AS  A PERCENTAGE  OF  TOTAL  USED  IN  THE  UNITED  STATES,  i960 


Non-Agr icul ture 


Tin 


Nickel 


Bauxite 
and  Aluminum 


Newsprint 


Zinc 


Copper 


Nitrogenous 
Fertilizer  Materials 


Coffee 


Cocoa 


Raw  Wool 


Sugar 


34% 


10% 


Agr icul ture 


1 00% 


89% 


84% 


73% 


Q> 

2 

2 

Q> 

rt* 

<D 

-T 

<D 

(J) 


■ 55% 


m 


53% 


50% 


100% 


T"aken  from  a pamphlet  publ  ished  by  the  U.  S.  Department  of  Labor, 
"The  American  Worker's  Stake  in  Foreign  Trade,"  1961,  p.  5. 
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DOMESTIC  EMPLOYMENT  ATTRIBUTABLE  TO  U.  S.  EXPORTS,  I960 
(Student  Materials,  page  667)  State  Distribution  (In  thousands)** 


State 

Total 

Export  employment  as  a per-  j 
cent  of  State  employment 

A1 abama 

71.3 

9.4 

Arizona 

21.8 

7.1 

Arkansas 

71.5 

14.0 

Cal i forn ia 

213.8 

4.9 

Colorado 

22.7 

4.8 

Connecticut 

51.7 

6.1 

De  1 awa  re 

7.4 

5.0 

Florida 

50.8 

4.3 

Georg ia 

73.2 

7.0 

Idaho 

11.2 

5.9 

1 1 1 inois 

197.3 

6.1 

Indiana 

83.7 

5.7 

Iowa 

48.8 

5.7 

Kansas 

39.8 

6.6 

Kentucky 

52.8 

6.8 

Louisiana 

70.2 

8.8 

Maine 

9.2 

3.4 

Maryland 

39.0 

4.8 

Massachusetts. . . . 

71.7 

4.2 

Michigan 

115.4 

5.2 

Minnesota 

56.3 

5.3 

Mississippi 

76.9 

13.6 

Missouri 

4.6 

Montana 

12.7 

7.2 

Nebraska 

25.4 

5.5 

Nevada. . 

2.9 

3.2 

New  Hampsh ire.... 

7.6 

4.0 

New  Jersey 

93.6 

5.1 

New  Mexico 

13.5 

6.1 

New  York 

241.5 

4.4 

North  Carol ina. . . 

89.2 

6.2 

North  Dakota 

14.0 

7.6 

Ohio 

1 74.8 

5.9 

Oklahoma 

43.8 

7.1 

Oregon 

23.3 

4.6 

Pennsylvania 

190.8 

5.5 

Rhode  Island 

11.5 

4.5 

South  Carol ina. . . 

48.8 

7.2 

South  Dakota 

11.0 

5.6 

Tennessee 

70.4 

6.9 

Texas 

231.3 

9.1 

Utah 

11.2 

4.8 

Vermont 

6.5 

5.4 

Virginia 

63.9 

6.2 

Washington 

57.1 

7.5 

West  Virginia.... 

32.1 

6.9 

Wisconsin 

65.6 

5.0 

Wyoming- 

6.2 

6.4 

Total6 

3,081.7 

5.8 

______ 

^Alaska,  District  of  Columbia,  and  Hawaii  are  not  shown  separately 
but  included  in  the  total. 
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IMPORTS  AS  A SOURCE  OF  JOBS  FOR  AMERICANS?  (Student  Materials,  page  668) 

I960 


OCEAN  TRANSPORT 
(30,000) 


TRADE  AND  OTHER 


(160,000) 


PROCESSING 

IMPORTED 

MATERIALS 

(680,000) 


? Ibid. . p.  11. 
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THE  COORDINATION  OF  ECONOMIC  ACTIVITY 
Unit  15:  Types  of  Economic  Systems 

Part  I:  Sequenced  Outline 


I.  We  come  now  to  the  third  and  final  major  category--the  Coordination  of 
Economic  Activity.  We  have  examined  in  detail  the  notion  of  scarcity 
and  the  basic  economic  decisions  which  the  situation  of  scarcity  makes 
necessary  (Units  1 through  6).  Next  we  explored  the  notion  of  flows— 
the  flow  of  goods  and  services  and  the  flow  of  money  (Units  7 through 
14).  Now  we  will  examine  the  third  major  concern  of  an  economy,  namely, 
how  the  basic  economic  decisions  and  the  flows  are  coordinated,  that  is, 
how  economic  activity  is  interrelated.  The  institutional  arrangement 
which  makes  such  coordination  possible  is  called  the  economic  system. 

II.  The  notion  of  coordination  has  two  parts:  (a)  the  recognition  of  the 

need  to  have  an  arrangement  of  economic  institutions  to  provide  coor- 
dination and  (b)  an  analysis  of  these  arrangements— a market  economy 
or  a planned  economy--to  see  how  they  actually  function  to  provide 
such  coordination. 

III.  The  notion  of  coordination  is  not  difficult  but  it  is  unfamiliar.  One 
seldom  inquires  how  our  own  market  economy  provides  coordination  and, 
of  course,  one  is  even  less  familiar  with  the  workings  of  a planned 
economy.  The  concept  of  coordination  is  covered  in  Units  15 » 16,  and 
17.  It  will  make  the  presentation  clearer  if  we  state  our  strategy  in 
presenting  the  materials. 

A.  In  this  unit,  we  briefly  define  three  types  of  economic  systems  and 

* compare  and  contrast  the  concepts  of  supply  (costs),  demand,  markets, 

planning,  and  the  firm  in  a market  and  in  a planned  one.  We  empha- 
size the  general  similarities  and  differences  between  economic  sys- 
tems. 

B.  In  Unit  16,  we  emphasize  the  nature  and  function  of  markets  in  a 
market  economy  and  how  the  four  basic  economic  decisions  are  made 
in  a capitalist  economy.  Because  we  have  not  taken  up  planning  in 
detail,  we  show  some  comparisons  of  decision  making  in  a market 
economy  and  in  a planned  one,  but  we  do  not  attempt  a parallel  ex- 
planation of  decisions  in  the  two  types  of  systems. 

C.  Finally,  in  Unit  17,  which  emphasizes  the  economic  role. of  govern- 
ment, we  show  the  economic  role  of  government  under  capitalism,  one 
part  of  which  has  to  do  with  markets.  Since  in  a planned  economy, 
government's  economic  role  is  to  plan,  we  treat  planning  in  detail 
in  this  unit. 

D.  In  summary,  the  advantage  of  the  strategy  of  presentation  in  Units 
15  through  17  is  that  the  student  sees  first  a general  comparison 
of  a market  and  planned  economy,  then  primarily  the  nature  and  role 
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of  markets  under  capitalism,  and  finally  the  different  economic 
roles  of  government  in  a market  and  in  a planned  economy. 

IV.  In  this  unit,  we  will  focus  upon  the  basic  similarities  and  differences 

in  economic  systems. 

A.  The  three  major  categories  into  which  we  have  divided  the  discipline 
of  economics  will  be  present  in  any  economy. 

1.  The  situation  of  scarcity  and  the  basic  economic  decisions  will, 
as  we  know,  be  a fundamental  problem  for  any  economy.  The  i nst i- 
tut ions  through  which  it  handles  this  problem  will,  as  we  shall 
see,  be  different. 

2.  Every  economy  will  have  a flow  of  goods  and  services  and,  in 
most  cases,  a flow  of  money.  (1)  Even  a primitive  society, 
not  having  money,  would  in  bartering  be  using  the  good  or  ser- 
vice both  for  itself  and  as  a means  of  purchasing.  (2)  The 
definition  of  the  Gross  National  Product  and  the  data  may  vary, 
or  even  not  be  collected,  but  again  this  is  an  example  of  a 
variation  in  economic  institutions,  and  does  not  mean  that  the 
total  output  could  not  be  evaluated. 

3.  In  our  discussion  of  scarcity  and  flows,  we  have  already  used 
the  institutions  of  coordination  to  show  that  the  problem  of 
scarcity  and  flows  must  be  handled,  so  we  have  indi recti v dealt 
with  the  need  for  the  coordination  of  economic  activity. 

B.  The  institutions  through  which  every  economy  is  organized,  consist 
of  practices,  customs  and  laws.  Property,  division  of  labor,  compe- 
tition, markets,  and  planning  are  all  examples  of  economic  institu- 
tions. 

C.  The  nature  and  relations  of  economic  institutions  depend  upon  the 

society's  response  to:  (a)  technology  and  (b)  consumers'  preferences 

D.  Using  the  definition  of  institutions  and  the  problems  of  technology 
and  preferences,  we  may  think  of  three  typical  economic  systems: 

1.  A traditional  economy  is  one  in  which  the  pattern  of  economic 
activity  changes  very  little,  very  slowly,  or  not  at  all.  What 
is  produced,  how  it  is  produced  and  shared  vary  insignificantly. 
Examples  of  traditional  economics  are  primitive  societies  and 
Europe  during  a major  part  of  the  Middle  Ages. 

2.  A market  economy,  already  familiar  to  us  from  our  discussion 
of  scarcity,  is  one  in  which  signals  (dollar  votes)  from  the 
consumers  indicate  or  confirm  what  sou  Id  be  produced.  In  other 
words,  by  a chain  of  supply  ana  demand  relationships,  producers 
and  consumers  decide  how  the  resources  should  be  used.  The 

U.  S.  Economy  is  a typical  example  of  a market  economy. 
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3.  A planned  economy > typified  by  the  U.S.S.R^)  is  one  in  which 

"the  directives  for  economic  activity  come  from  a central  source. 
Although  the  plan  may  be  submitted  for  criticism,  choices  are 
mainly  determined  by  a central  authority. 

E.  A fundamental  characteristic  common  to  all  economies  is  that  no 
existing  economy  perfectly  fits  the  basic  notion  under! ying.  its 
economic  organ i zat ion.  In  a sense,  every  economy  is  a mixjsd  one. 

In  Africa,  many  economies  are  composed  of  a village  and  town  econ- 
omy;  in  the  U.  S.,  we  do  not  rely  entirely  on  the  operation  of 
markets;  in  the  U.S.S.R.,  planning  is  supplemented  by  market  ac- 
tivity. There  are  economies  which  have  various  mixtures  of  market 
and  planned  activity,  and  these  are  sometimes  called  socialist  and 
sometimes  democratic  mixed  economies.  It  is  not  possible  to  give 
a precise  and  simple  summary  of  the  influence  of  the  market  or 
planning  in  these  economices.  However,  when  analyzing  an  economy 
which  is  primarily  a market  one,  such  as  the  U.  S.  or  one  that  is 
primarily  planned,  such  as  the  U.S.S.R.,  we. can  focus  the  analysis 
on  the  type  of  economi c system  which  predomi nates.  One. should. not 
attempt  to  place  economies  on  a continuum,  leaving  the  impression 
that  one  economy  turns  into  another.  It  is  better  to  analyze  these 
economies  into  basic  components  and  then  compare  these. elements. 
This  is  what  is  done  in  this  unit  when  we  show  the  similarities 
and  differences  in  supply,  demand,  etc.,  covered  below. 

F.  Every  economic  system  has  a history.  The  economic  way  of  life 
emerged  from  an  earlier,  different  way  of  life.  Moreover,  the 
economic  institutions  are  being  continuously  modified  in  small  and 
large  ways.  To  illustrate,  in  the  early  stages  of  capitalism,  us- 
ually referred  to  as  Mercantilism,  the  state  or  government  actively 
influenced  economic  activity.  Under  the  notion  of  laissez-faire, 
it  was  argued  that  the  state's  activity  should  be  held  to  a. minimum 
and  the  market  should  bear  the  major  responsibility  for  decisions. 
Nowadays,  governments  in  capitalist  or  market  economies  signifi- 
cantly influence  the  operation  of  the  market  place. 
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G.  Finally,  in  discussing  the  similarities  and  differences  of  economic 
systems,  we  may  examine  the  following  grid  with  regard  to  supply, 
demand,  the  role  of  markets  and  the  role  of  planning,  and  the  po- 
sition of  the  firm. 


Market  Economy 

Planned  Economy 

Supply  (costs) 

Demand 

Role  of 
Markets 

Role  of 
Planning 

Firm 

1.  Supply  (costs) 

a.  Every  economy  must  face  the  problem  of  costs.  These  in- 
clude the  following  characteristics  of  costs.  These  ele- 
ments of  supply  would  apply  to  any  economy: 

(1)  Fixed  costs--those  items  of  costs  which  are  fixed  for 
a period  of  time,  e.g.  rent,  tools. 

(2)  Variable  costs — those  items  of  costs  which  may  be 

varied  in  a relatively  short  time:  labor,  materials. 

(3)  The  variation  of  costs  with  the  quantity  of  output, 
e.a.  averaqe  costs  = (Total  costs)  may  decline  with  a 

( Quantity}""^ 

greater  output  and  then  begin  to  rise. 

(4)  Costs  and  scale  of  enterprise:  with  a larger  scale  of 

output  involving  greater  amounts  of  both  fixed  and 
variable  costs,  the  average  costs  may  be  lower. 

(5)  Diminishing  returns:  the  general  notion  that  if  addi- 

tional amounts  of  a factor  of  production  are  added  to 
a fixed  amount  of  other  factors,  the  yield  from  the 
additional  units  will  be  progressively  smaller. 

b.  The  legal  definition  of  the  supplier  and  his  degree  of  free- 
dom will  vary  in  different  economies.  This  aspect  of  supply 
is  discussed  below  under  the  firm. 
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2.  Demand 

a.  The  elements  of  demand  illustrating  the  similarities  con- 
cerning demand  faced  by  all  economies  were  discussed  in 
Unit  6,  Dividing  the  Goods  and  Services.  It  was  indicated 
there  that  goods  and  services  may  be  shared  equally,  by 
status  or  by  the  ability  and  willingness  to  buy.  A capi- 
talist or  market  economy  relies  mainly  on  competitive  bid- 
ding among  consumers,  businessmen,  etc.,  the  bidding  in 
turn  resting  on  their  ability  and  willingness  to  buy. 

b.  In  the  U.S.S.R.,  planning  determines  how  much  of  the  total 
output  will  be  consumers'  goods  and  services.  Some  goods 
and  services,  e.g.  medical  services,  are  distributed  equally 
per  person;  in  the  stores,  goods  and  services  are  divided 
among  those  able  and  willing  to  pay  more. 

c.  In  a socialist  society,  a larger  segment  of  the  output  is 
devoted  to  collective  consumption  and  may  be  divided  equally 
e.g.  fully  socialized  medicine.  The  majority  of  goods  and 
services,  however,  is  distributed  by  the  operation  of  the 
market  economy. 

3.  Role  of  Markets 

a.  Both  in  a market  and  in  a planned  economy  there  will  be  a 
chain  of  supply  and  demand  situations,  i.e.  a chain  of 
markets. 

b.  In  a capitalist  economy,  the  decisions  made  by  producers 
and  consumers  represent  their  choices  in  the  use  of  re- 
sources, Markets  account  for  the  major  part  of  the  deci- 
sions in  the  economy.  In  the  U.S.,  about  20%  of  the  GNP 
represents  collective  expenditures  through  the  Federal, 
state  and  local  governments. 

c.  In  the  U.S.S.R.,  the  major  decisions  about  the  use  of  re- 
sources are  made  through  planning,  following  directives 
from  the  Communist  Party.  Markets  operate  to  a limited 
extent  in  the  sale  of  consumer  goods  in  state  enterprises 
and  also  in  free  markets  in  the  sale  of  certain  agricul- 
tural products.  The  main  difference  in  the  role  of  markets 
in  the  U.S.S.R.  is  that  markets  are  not  the  focal  point  for 
the  society's  decisions  about  the  use  of  its  resources. 

4.  Role  of  Planning 

a.  Economic  planning  may  take  place  in  a market  as  well  as  in 
a planned  economy.  It  is  the  extent  and  use  of  planning 
that  differs. 
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b.  Individual  private  enterprisers  make  plans  about  their  in- 
vestments, sales,  etc.,  but  the  economy  does  not  operate 

on  a central  plan.  Government  policies  are  mainly  directed 
at  specific  economic  activities  and  do  not  constitute  a 
formal  plan  for  the  entire  economy. 

c.  In  the  U.S.S.R. , planning  is  the  major  way  in  which  the 
economy  decides  how  it  will  use  its  resources. 


5 . Firm 

a.  Both  market  and  planned  economies  will  have  some  form  of 
"business11  units  or  firms  responsible  for  specific  steps 
in  the  production  of  a good  or  service. 

b.  In  a capitalist  or  market  economy,  the  firm  (individual 
proprietorship,  partnership  or  corporation}  decides  what 
and  how  it  will  produce.  Public  policies  may  influence 
their  choices,  but  the  entrepreneur  is  largely  free  to  make 
his  decisions. 

c.  In  the  U.S.S.R.,  the  productive  units— farms,  factories, 
stores— may  be  thought  of  as  firms,  but  the  manager  mainly 
operates  to  supervise  the  planned  production;  generally  he 
is  not  free  to  produce  more  or  less  or  different  products 
in  response  to  market  demands  or  his  own  guesses.  Lately, 
however,  in  some  planned  economies,  e.g.  U.S.S.R.  and 
Yugoslavia,  some  freedom  about  these  choices  has  been 
granted  to  management. 

V.  Relation  to  other  disciplines  (illustrations) 

A.  Geography:  Geographical  position  may  contribute  to  a society's 

isolation  and  therefore  intensify  its  traditions;  on  the  other 
hand,  geography  may  also  be  the  reason  why  societies  are  exposed 
to  changes  in  thechnology  and  taste. 

B.  Sociology:  Cultural  traits  may  operate  either  to  preserve  a so- 

ciety's traditions  or  to  facilitate  changes. 

C.  Political  Science:  The  form  of  government  and  the  kind  of  economic 

system  a society  has  are  intimately  related,  e.g.  freedom  of  choice 
in  the  market  place  at  least  parallels  the  freedom  of  choice  at 
the  polls. 

D.  Psychology:  A change  in  a society's  economic  system  is  accompanied 

by  changes  in  its  values,  in  its  methods  of  analysis  and  its  range 
of  responses. 

E.  History:  Every  economic  system  has  a history,  so  we  are  helped  in 

understanding  both  its  economic  system  and  its  history  by  examining 
their  inter-relationships. 
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THE  COORDINATION  OF  ECONOMIC  ACTIVITY 


Unit  15:  Types  of  Economic  Systems 

Part  II:  Outline  of  Teaching  Suggestions 


I.  Comments  on  the  Content 

A.  Problems  in  teaching  the  concept 

1.  Perhaps  the  greatest  obstacle  to  the  understanding  of  coordina- 
tion is  that  most  people  never  think  of  coordination  itself 

as  a problem  which  every  society  must  face.  Words  like  supply 
and  demand  supposedly  describe  fully  how  economic  activity  is 
integrated,  but  little  thought  is  given  to  the  market  or  plan- 
ning as  arrangements  for  integrating  a chain  of  supply  and 
demand  situations. 

2.  Even  if  they  have  a glimpse  into  a market  economy,  it  is  very 
likely  that  little  or  no  introduction  has  been  given  to  coor- 
dination in  other  economic  systems. 

3.  Then,  too,  coordination  represents  the  institutional  arrange- 
ment for  handling  basic  economic  decisions  and  matching  flows. 
Unless  a person  first  knows  about  decisions  and  flows,  it  would 
be  difficult  to  know  what  is  being  coordinated. 

4.  It  was  pointed  out  that  no  economy  perfectly  fits  the  basic 
notion  underlying  its  economic  organization.  But  for  those 
who  would  like  a simple  explanation  of  market  or  planning,  it 
is  disturbing  to  build  a model  or  ideal  type  and  then  show  de- 
partures from  it  in  practice.  This  difficulty  is  reinforced 
when  emotional  conflicts  demand  that  differences  be  black  or 
white. 

5.  Closely  allied  to  the  dimension  covered  in  4 is  the  fact  that 
systems  have  a history;  thus,  over  time,  even  a system  with 
recognizable  basic  features  may  change  considerably,  e.g. 
Mercant i 1 ism  wi th  state  intervention  for  one  class  contrasted 
with  the  multiple  interventions  of  modern  governments  in  the 
interests  of  many  and  in  the  common  good. 

6.  Finally,  even  the  basic  economic  concepts  of  supply  (costs), 
demand,  role  of  markets,  planning  and  the  firm  must  be  care- 
ful 1 y ,resta  ted.  The  usual  treatment  in  textbooks  does  not  pro- 
vide these  contrasts  and  comparisons. 

7.  With  all  of  these  reservations,  can  the  concept  be  taught  at 

all?  Yes,  the  two  essential  parts  of  coordination  (see  Part  I, 
item  II)  can  be  made  quite  clear:  namely,  the  need  for  coor- 

dination and  how  such  coordinations  actually  function. 
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B.  The  concept  as  part  of  the  unfolding  structure 

1.  Scarcity:  In  the  discussion  of  scarcity  and  particularly,  the 

first  economic  decision  (What  to  Produce),  we  described  the 
chain  of  markets  as  a mechanism  for  making  the  decision,  thus 
demonstrating  the  need  for  coordination  and  briefly  how  it 
functions. 

2.  Flows:  Our  analysis  of  flows  made  it  clear  that  the  flow  of 

goods  and  services  needed  to  be  matched  with  the  flow  of  money. 
The  discussion  of  fiscal  and  monetary  policy  suggested  that 
institutions  would  have  to  provide  the  means  for  matching  the 
flows,  that  is,  providing  the  coordination. 

3.  Coordination:  The  concept  of  coordination  is  a logical  extoisn"* 

si  on  of  the  need  to  make  decisions  and  to  match  the  flows. 

4.  Marginal  analysis:  The  social  mechanisms  for  making  decisions 

and  matching  flows,  either  in  a market  economy  or  a planned 
economy,  are  instruments  for  expressing  choices.  Choices  mean 
weighing  one  act,  e.g.  expenditure,  against  another,  that  is, 
weighing  one  marginal  gain  against  another. 

5.  Institutional  factors:  The  coordination  takes  place  through 

customs,  practices  and  laws,  all  of  which  are  economic  insti- 
tutions . 

II.  Comments  on  the  Learning  Process 

A.  Vocabulary:  There  are  two  vocabulary  problems  that  arise  in  deal- 
ing with  coordination:  first,  the  word  may  be  familiar  but  the 

idea  of  coordination  is  probably  much  less  clear;  second,  the  names 
for  the  various  economic  cystems  (e.g.  capitalism  or  market  economy, 
planning)  require  careful  analysis,  they  do  not  quickly  and  clearly 
describe  the  economy  to  which  they  are  applied. 

B.  Mathematical  concepts  and  skills 

1.  A market  economy  may  be  thought  of  as  a s i gnal -giving  and 
signal -receiving  social  arrangement,  that  is,  a process  for 
arriving  at  a decision.  A planned  economy  must  prepare  a plan, 
review  it  and  then  operate  upon  it.  In  other  words,  the  market 
and  planned  economies  each  involve  a series  of  connected  steps 
in  arriving  at  a decision. 

2.  Now,  we  know  that  mathematics  involves  a set  of  operations,  for 
example,  addition.  The  new  mathematics,  which  many  of  the  stu- 
dents will  have  had,  will  show  them  that  understanding  mathe- 
matics means  appreciating  a series  of  steps  or  operations  to 
arrive  at  an  answer. 

3.  In  the  sense  then  of  mathematics  and  logic,  one  could  describe 

a market  economy  this  way:  if  a consumer  is  able  to  buy  and  if 
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a consumer  is  willing  to  buy,  then  he  may  influence  what  will 
be  produced.  A planned  economy  could  be  described  as  follows: 
if  the  central  authority  decides  that  so  many  shoes  should  be 
produced,  then  it  is  likely  that  this  many  shoes  will  be  pro- 
duced. 

4.  Coordination  then  is  a set  of  institutions  obeying  a certain 
set  of  procedures. 

C.  Ability  to  generalize 

1.  Students  are  familiar  with  the  need  for  parts  of  a machine  to 
fit  together  if  the  machine  is  going  to  "work". 

2.  This  mechanical  view  of  coordination  serves  as  a basis  for  any 
application  of  the  idea  of  tying  together,  integrating  or 
coordinating. 

D.  Background 

1.  Students  know  that  in  the  production  of  goods  that  the  work 

can  be  divided  and  yet  the  parts  can  somehow  be  fitted  together. 
They  will  very  likely  . know  too  about  interchangeable  parts, 
particularly  in  the  contributions  of  Eli  Whitney's  to  the  manu- 
facture of  firearms. 

* \ 

2.  They  also  know  that  the  supermarket  brings  together  a great 
variety  of  foods,  so  they  may  have  surmised  that  somehow  the 
supply  is  coordinated. 

III.  Learning  Situations 

A.  From  Teacher  to  Teacher 

The  first  six  units  illustrated  the  problem  of  scarcity  faced  by 
all  societies  and  the  kinds  of  economic  decisions  that  all  societies 
must  make  in  response  to  the  scarcity  condition.  The  next  major 
portion  of  the  course  provided  a basis  for  analyzing  the  interaction 
between  the  basic  economic  decisions  in  terms  of  the  aggregate  flows 
of  goods  and  services,  and  of  money. 

Throughout  the  first  fourteen  units,  references  were  made  "o  the 
fact  that  both  the  basic  decisions,  and  the  size  and  composition  of 
the  flows  were  influenced  by  the  various  methods  used  in  societies 
to  coordinate  their  economic  activity.  It  remains  for  us  to  deal 
with  an  analysis  of  the  full  impact  of  unique  coordination  systems 
on  the  decision-making  process  involved  in  different  societies. 

The  particular  way  in  which  a society  responds  to  the  four  basic 
decisions  defines  the  economic  system  unique  to  that  society.  We 
will  call  this  unique  pattern  of  responses  to  the  four  basic  deci- 
sions the  coordination  system  for  a given  society. 
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The  DurDOse  of  the  last  four  units  (Units  15  through  18)  is  to 
helDPthe  student  appreciate  what  is  implied  by  the  coordination  of 
economic  activity.  He  needs  to  know  that  scarcity flows  andcoo- 
a i nat i nn  will  be  problems  of  any  economy  and  what  are  tne  simia^ri 
tuflnd  differences  in  the  economic  syst^s  which  seek  to  prov.de 
such  coordination.  This  unit  seeks  to  make  the  st“  ® , 

these  similarities  and  differences  by  focusing  on  three  tYP'c 
economies  and  by  stimulating  the  student  to  imagine  h'mself,  as 
consumer,  producer  and  citizen,  moving  from  one  economy  to  the  oth  . 

In  the  first  situation,  a description  is  provided  of  economic  life 

•n  a nrimitive  society.  The  student  is  supposed  to  have  been  set 
in  a Pr""'tive  socie  y ^ economy>  He  is  then  asked  to  identify 

anc^expiain  the  economic  freedoms  and  behavior  which  he  is  accustom 
to  at  present  and  which  are  not  present  in  the  primitive  sociey. 

A second  situation,  involving  the  same  procedure  makes  use  of  an 
Illustration  from  the  Middle  Ages. 

The  second  situation  attempts  to  build  on  the  first  one.  In  the 
first  the  nature  of  a traditional  economy  is  seen  more  clearly  b* 

, rast i na  it  with  a market  economy.  Now,  in  the  second,  the  s 
d°"t  ts  asked  to  think  of  himself  as  leaving  a traditional  economy 
and  enter  inn  a market  economy.  Using  an  illustration  from  the 
emergence  of  capitalism,  he  is  asked  to  identify  what  ,s  new  and 
strange  about  the  operations  of  a market  economy. 

In  the  third  and  last  situation,  the  student,  oriented  in  a market 
economy  is  provided  with  a description  of  a planned  ®=onomY  T? 
ts  asked  wha?  he  would  find  strange  and  different  in  the  operation 

of  a planned  society. 

B.  Sequenced  Learning  Situations 

1.  ~irst  Situation:  A Traditional  Economy  (Student  Materials, 

page  669) 


a. 


Every  society  develops  a unique  system  for  coordinating 
its  economicactivities.  An  appreciation  of  the  individu- 
alitvof  different  societies  is  an  important  insight,  but 
attempt  to  comprehend  all  the  subtle  Uifferencespre- 
sents  the  student  of  economics  with  a complexity  that is 
overwhelming.  A simple  classification  system,  even  with 
all  the  dangers  of  overgeneral ization,  is  a necessary  ex 
oedient  thai  enables  us  to  initiate  our  exploration  of  how 
societies  coordinate  their  economic  activities.  We  need 
some  large  categories  under  which  we  can  group  economic 
systems  that  share  certain  important  characteristics, 
nomic  systems  that  are  based  primarily  on  custom  wi th  1 it- 
tie  or  no  effort  toward  analysis  and  allocation  of  resou 

will  form  one  category  which  will  be.]abfl'^  ^the'anll- 
economies  Systems  which  are  primarily  based  on  the  anal 
fff^f operation  of  markets  for  the  allocation  of  resources 
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will  be  called  market  economies  and  those  systems  which  re- 
ly on  a central  plan  for  the  allocation  of  resources  will 
be  called  planned  economies. 

b.  The  first  situation  presents  a short  description  of  some 
of  the  important  characteristics  of  a traditional  economy 
in  a historic  setting.  The  relative  isolation  and  the  rule 
of  custom  are  woven  into  economic  practices  depicted  .in  the 

story. 

The  teacher  should  have  students  read  "Saxon  Security  and 
then  attempt  to  involve  them  in  a discussion  comparing  the 
present  economy  with  the  one  portrayed  in  the  story.  The 
questions  following  the  story  are  suggested  as  a means  of 
focusing  student  discussion  on  making  comparisons. 

Saxon  Security 

In  the  qlow  of  the  open  fire  Alaran's  father  held  up  the  two  gold  coins  for 
the  wholXmily  to  see.  "Look,  everyone."  he  said,  "This  is  what  our 
precious  Alaran  traded  for  the  linen  cloth  we  sent  him  to  trade  when  the 
Roman  garrison  took  up  its  positions  across  the  river.  He  gave  the  com- 
mander of  the  garrison  all  the  cloth  we  had  produced  from  the  new  crop  of 
™ax  and  received  these,  these. . .ornaments  in  return."  He  threw  the  words 
and  the  coins  at  Alaran  and  turned  away  in  disgust.  Alaran him  f or 
his  elder  brothers  and  even  the  womenfolk  took  turns  at  criticizing  ... 
his  trading  venture.  "We  needed  Roman  swords  and  Roman  wine,  no  gold  disks 
with  Roman  chiefs  on  them."  they  reminded  him.  Why  hadn't  he  followed  the 
usual  custom  of  trading  the  linen  for  useful  materials,  they  asked. 

As  he  walked  away  from  the  mud  hut  that  was  his  home,  Alaran  fought  back 
the  tears  of  shale  which  were  almost  on  his  cheeks  and  began  to  wonder  him- 
self why  indeed  he  had  not  traded  goods  for  goods  rather  than  for  what the 
Romans  called  money.  When  he  went  into  the  garrison  he  knew  tnat  he  carried 
not  only  the  linen  he  had  helped  produce  but  the  linen  dozens  of  hisrea- 
tives  had  helped  produce,  and  now  he  had  let  them  down  by  getting  1 a,| 
their  common  labor  a few  gold  coins.  He  should  have  realized  then  that  the 
coins  couldn't  possibly  be  shared  with  even  his  brothers,  never  mind  his 
cousins.  That  Saxon  linen  could  have  easily  bought  wine  and  other  foodstuffs 
which  his  family  needed  or  swords  which  they  might  have  traded  to  their 
neighbors  in  return  for  meat  and  skins.  He  picked  up  some  small  s °"es.a"dr 
tossed  them  at  one  of  the  village  pigs  rooting  around  the  edge  of  the  river. 
He  began  to  realize  that  he  had  been  thinking  mainly  of  his  own  convenience 
in  accenting  the  gold — it  was  so  much  easier  to  carry  than  swords  or  skins 
of  wine.  The  thought  scared  him  because  he  had  always  been  taught  to  tin 
of  the  family  and  community  welfare  rather  than  his  own.  Almost  as  ‘ L 
instinct  he  pulled  his  woolen  tunic  tighter  around  h.s  waist  and  turned  his 
direction  toward  the  Roman  encampment  just  across  the  river.  He'd  do  some- 
thing  to  repair  the  damage  done  to  his  family  and  his  own  pr'de*  He 
trade  the  gold  pieces  for  some  of  the  things  his  family  needed. 

Picking  his  way  gingerly  across  the  slippery  rocks  and  a™>n9  ,!*%d'^|’tW00d 
he  eventually  clambered  up  on  the  other  bank  and  headed  for  the  Roman 
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garrison.  It  was  just  about  daybreak  when  he  arrived,  and  he  had  to  wait 
some  time  before  the  people  known  as  merchants  began  to  display  their  goods 
on  wooden  stands  and  to  bargain  with  his  fellow  Saxons--trad i ng  cattle, 
wool,  flax,  salt  and  linen  for  Roman  goods.  Eventually  he  made  his  way 
back  to  his  own  village  carrying  on  his  shoulders  a wicker  basket  contain- 
ing four  swords,  two  skins  of  wine  and  some  loaves  of  Roman  bread.  The 
reception  he  received  this  time  was  in  strong  contrast  to  his  last  home- 
coming. Remarking  that  Alaran  might  turn  out  all  right  after  all,  his 
grandfather  distributed  the  goods  to  those  he  felt  needed  them  most.  He 
kept  two  swords  for  himself  saying  that  he  planned  to  visit  a neighboring 
village  and  wanted  them  for  exchanging.  He  had  just  heard  that  swords  were 
in  demand  there  and  horses  were  rather  plentiful. 

That  night  as  Alaran  drew  his  skin  cloak  around  his  shoulders  and  bit  into 
a piece  of  roast  pig  he  felt  some  pride  in  having  maintained  the  family 
tradition. 

At  daybreak  next  day  Alaran  and  his  grandfather  set  out  for  the  village 
one  half  a day's  journey  from  their  own  home.  With  them  they  carried  some 
of  the  Roman  bread,  two  swords  and  four  beaver  pelts.  Grandfather  Oric 
had  last  visited  this  particular  village  when  Alaran  was  only  a child,  and 
it  was  with  some  difficulty  that  they  decided  on  the  best  route  to  follow. 
Alaran  found  the  meadow  grass  a pleasant  relief  from  the  rocky  and  muddy 
land  surrounding  his  own  home.  During  the  journey  Alaran  asked  Oric  how 
many  people  he  knew  in  the  village  they  were  headed  for.  "I  don't  know 
anyone,11  Oric  replied.  "Furthermore,  I don't  want  to  know  anyone.  Remem- 
ber, my  boy,  beware  of  strangers." 

"Why  then  are  we  making  this  journey?"  asked  Alaran. 

"Well,"  chuckled  his  grandfather,  "partly  because  I wanted  to  get  away  from 
those  womefolk  for  a while.  I know  I'm  supposed  to  lead  the  family,  but  I 
hate  to  have  my  opinion  asked  on  every  decision.  Besides,  we  can  use  an 
extra  horse  to  help  with  wood  hauling  before  the  snow  comes." 

Arriving  at  the  village  which  was  situated  near  the  edge  of  dense  forestland, 
Oric  sought  out  the  chief  of  the  community  and  asked  him  about  trading  a 
horse.  The  village  chief  refused  to  commit  himself  until  he  saw  the  swords 
and  beaver  pelts.  Even  then  he  was  undecided  and  called  in  some  of  his 
relatives  and  asked  them  if  they  wanted  to  dispose  of  one  of  their  extra 
horses  for  the  swords  and  pelts.  After  arguing  back  and  forth  they  de- 
cided not  to  trade  the  horse.  They  needed  it  worse  than  they  did  the 
swords  and  besides  they  could  eat  the  horse  if  the  approaching  winter  was 
expecially  severe. 

The  single  contact  that  Alaran  had  had  with  another  Saxon  village  hadn't 
proved  too  fruitful  and  as  he  and  his  grandfather  walked  home,  he  wondered 
how  long  it  would  be  before  he  would  ever  see  mother  village  again.  His 
thoughts  were  interrupted  by  Oric  mumbling  something  about  "we  don't  need 
them  and  they  don't  need  us.  That's  how  it's  meant  to  be." 


433 


c.  Suggested  questions  for  focusing  discussion: 

(1)  Why  did  Alaran's  family  feel  that  he  had  used  poor 
judgment  in  his  first  trading  venture  with  the  Romans? 

(2)  What  did  this  attitude  reveal  about  the  Saxon  view  of 
the  flow  of  goods  and  services,  and  the  flow  of  money? 

(3)  How  did  it  differ  from  present  views  and  practices? 

(4)  What  are  the  main  differences  between  Alaran's  day 
and  your  own? 


2.  Second  Situation:  The  Emergence  of  a Market  Economy  (Student 

Materials,  page  67 1 ) 


a.  An  increase  in  trade  and  consequently  a specialization  by 
some  societies  in  certain  products  was  accompanied  by  the 
development  of  money  economies  to  replace  the  barter  econ- 
omies of  previous  times.  Not  all  societies  made  the  trans- 
ition and  of  those  that  did  change,  the  speed  of  transition 
varied.  The  change  to  a money  economy  required  some  new 
methods  for  allocating  resources.  One  such  method  is  to 
create  a marketplace  where  the  relative  value  of  goods  and 
services  are  determined  by  individual  choices  in  terms  of 
supply  and  demand.  Successful  sellers  receive  money  which 
allows  them  to  purchase  resources  for  future  production. 

The  market  replaces  custom  and  tradition  as  a means  for 
allocating  resources. 


b.  The  last  situation  presented  the  highlights  of  a tradi- 
tional society's  economy.  Students  should  now  be  asked 
to  read  the  following  fictional  account  of  a medieval  fair 
and  compare  the  economy  described  there  with  that  described 
in  “Saxon  Security," 


Note:  It  is  not  the  purpose  of  these  situations  to  involve 

the  students  in  an  extended  study  of  the  historical  devel- 
opment of  economics.  However,  the  teacher  may  wish  to  draw 
upon  history  for  illustrative  materials  regarding  the  emer- 
gence of  the  market  economy.^ 


^See,  for  instance  Peter  Boissonade,  Life  and  Work  in  Medieval  Europe, 
translator  Eileen  Power,  (New  York:  Harper,  1964).  This  is  a paperback 

available  in  the  Harper  Torchbook  Series. 
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Some  of  the  factors  which  helped  the  market  system  develop 

may  be  1 i sted  as : 

(1)  the  increase  of  law  and  order 

(2)  the  improvement  of  transportation  facilities 

(3)  the  establishment  of  standardized  weights  and  measures 

(4)  the  development  of  a money  economy 

(5)  the  availability  of  credit 

(6)  the  availability  of  capital 

(7)  the  availability  of  raw  materials 

(8)  the  increased  contacts  with  foreigners  producing 

wide  markets 

The  Old  York  Fair  - 1465 

The  oxen  drawn  cart  lumbered  slowly  along  the  rut  strewn  roadway  as  Hugh 
of  Norton  urged  the  animals  onward  with  an  occasional  sharp  prod  from  a 
long  stick  and  with  guttural  sounds  which  vaguely  resembled  English  and 
which  were  a source  of  some  amusement  to  his  niece  and  nephew  who  sat  be- 
hind him  on  the  assorted  bags  and  boxes  stacked  in  the  cart. 

••What  language  is  that  you  use  in  speaking  to  the  oxen?"  asked  Walt  after 
his  uncle  had  given  the  oxen  some  new  instructions.  Hugh  laughed  and  re- 
sponded that  he  had  bought  the  oxen  at  the  last  fair  from  a Lincolnshire 
farmer  and  that  he  had  to  speak  to  them  in  their  native  tongue.  "You  both 
know  how  difficult  it  is  for  a Li ncol nshi reman  to  understand  a Yorkshi reman, 
even  if  they  are  fellow  countrymen."  Just  then  they  were  overtaken  by  a 
man  on  horseback  who  wore  clothes  quite  unlike  the  rough  homespun  cloth  of 
Hugh  and  his  two  companions.  The  stranger  slowed  his  pace  to  the  speed  of 
the  wagon  and  asked  Hugh  the  way  to  the  York  Fair.  Pointing  with  his  stick 
toward  the  hill  they  were  approaching,  Hugh  told  him  to  continue  over  the 
hill  until  he  came  to  a newly  constructed  bridge.  "After  crossing  the 
bridge  and  taking  the  road  to  the  left  you'll  soon  come  in  sight  of  the 
towers  of  York  Minster,"  he  added. 

After  the  horseman  had  gone  Hugh  commented  that  he  had  never  seen  so  many 
strangers  in  all  his  life.  "That  fellow  seems  to  have  come  from  foreign 
parts.  With  those  fine  clothes  and  the  bulging  leather  bags  tied  to  his 
saddle  I'd  say  he  is  probably  going  to  the  fair  to  lend  his  money  to  the 
merchants.  He'll  make  a pretty  penny  too  in  spite  of  all  the  preaching  we 
hear  against  lending  money  for  interest.  It  seems  as  if  everyone  is  out 
to  make  as  much  for  himself  as  he  can." 

The  cart  lurched  and  swayed  as  the  oxen  strained  on  the  hill  and  Hugh,  Walt, 
and  his  sister  Meg  had  to  walk  until  they  reached  the  crest.  Below  them  in 


the  distance  they  could  see  a number  of  roads  converging  at  the  new/  bridge 
and  four  or  five  carts  like  their  own  lined  up  to  pay  the  toll  established 
by  the  local  merchants.  As  Hugh  paid  the  bridgekeeper  the  amount  he  re- 
marked to  Walt  and  Meg:  “Two  years  ago  I ruined  most  of  my  supplies  when 
my  cart  overturned  in  this  river.  Paying  a toll  is  a better  bargain  than 
soggy  flour.  It's  easier  than  paying  with  a quarter  sack  of  wool  too!11 

Once  across  the  bridge  they  fell  into  line  with  other  carts  and  horsemen 
heading  for  the  city  of  York  and  its  annual  fair  which  would  last  for  the 
next  10  or  12  days.  Occasionally  they  could  hear  above  the  rumble  of 
wooden  wheels  and  the  slow  shuffle  of  the  oxen  the  songs  and  voices  of 

foreign  lands  unknown  to  them.  Walt  tried  to  explain  to  Meg  the  little  he 

knew  of  geography  and  where  these  foreigners  might  possibly  be  from.  The 
whole  world  seemed  to  be  converging  on  York  and  as  they  passed  some  of  the 
wagons  which  had  drawn  off  the  main  road  Walt  and  Meg  tried  to  guess  what 
goods  they  carried  and  the  lands  they  had  traveled  from.  The  English  carts 
were  easily  recognized;  most  of  them  held  sacks  of  wool  and  barrels  of 
salted  meat.  Foreign  carts  were  easily  distinguished  by  the  strange  lan- 
guages their  drivers  used  and  by  the  large  boxes  of  brightly  colored  cloth 

with  which  the  carts  were  laden.  Some  carts  were  filled  with  smaller  high- 
ly decorated  boxes  and  Hugh  explained  that  some  of  the  merchants  carried 
with  them  supplies  purchased  in  the  lands  which  lay  many  months  of  travel 
to  the  east.  "Some  rich  folk  like  to  fancy  up  their  meals  with  these  spices 
and  sugar,"  he  saicf.  "And  the  ladies  are  always  looking  for  sweet  smelling 
oils  and  perfumes.  Speaking  of  smel 1 s— remi nd  me  to  pick  up  some  salt 
herring  at  the  fair.  There  was  a Dutch  trader  there  last  year  who  had  the 
best  we've  ever  bought.  What  would  we  do  without  the  fair?" 

Once  at  the  fair  Walt  and  Meg  wandered  freely  among  the  various  stalls  of 
merchandise  while  their  uncle  attempted  to  sell  the  wool  he  had  brought  to 
the  fair.  At  one  stall  an  argument  was  in  progress  over  a charge  of  cheat- 
ing. The  seller  complained  that  he  had  not  received  a fair  price  for  the 
flour  he  had  just  sold  and  called  in  one  of  the  fair  officers  to  decide  the 
case.  The  buyer  protested  that  he  measured  the  flour  with  the  newly  recog- 
nized weights  and  had  given  the  producer  the  price  per  pound  recommended  by 
the  governors  of  the  fair.  "What  more  can  he  ask  for?"  cried  the  buyer. 

Walt  and  Meg  moved  on  as  the  officer  attempted  to  convince  the  miller  that 
he  wasn't  being  cheated. 

Still  another  complaint  was  heard  about  the  low  price  being  offered  for 
salted  beef.  One  producer  was  telling  his  companions  that  he  didn't  see 
why  the  money  he  got  should  be  decreased  simply  because  there  was  more  meat 
available.  "Doesn't  seem  fair,"  he  groaned.  "I  put  as  much  work  into  this 
year's  beef  as  I did  last  year  and  l‘m  getting  less  in  return." 

In  another  stall  they  overheard  an  English  gentleman  pleading  with  an  Italian 
money  lender  for  a loan  so  that  he  could  purchase  some  more  silk  for  his 
daughter's  marriage  and  spices  for  his  kitchen.  The  Italian  was  willing  to 
lend  the  Englishman  the  money  but  now  the  two  could  not  agree  on  the  interest 
to  be  charged. 
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Meanwhile  Hugh  had  succeeded  in  selling  his  wool  and  the  few  boxes  of  lead 
ore  he  had  collected.  In  their  place  he  now  had  a leather  bag  of  gold  and 
silver  coins,  some  of  which  he  used  to  purchase  the  salt  herring,  flour  and 
other  commodities  needed  on  their  isolated  sheep  farm. 

The  three  travelers  met  by  arrangement  at  the  baker's  stall  and  after  pur- 
chasing meat  pies  and  ale  they  set  off  on  their  return  journey  to  Norton. 
The  long  period  of  English  twilight  saw  them  almost  home.  Along  the  way 
were  the  fires  of  numerous  camps  of  unknown  foreign  and  local  merchants,  a 
persistent  reminder  of  the  increasing  contacts  the  English  were  having  with 
their  own  countrymen  and  those  from  across  the  sea. 

c.  Suggested  questions  for  focusing  discussion: 

(1)  What  economic  factors  motivated  Hugh  of  Norton  to  make 
the  long  journey  to  York  fair? 

(2)  How  did  the  fair  influence  Hugh's  economic  well-being? 

(3)  What  evidence  can  students  adduce  from  the  story  to 
indicate  that  the  economic  life  of  the  Middle  Ages 
was  becoming  more  organized  in  comparison  with  the 
events  described  in  "Saxon  Security?" 

3.  Third  Situation:  The  Planned  Economy  (Student  Materials,  page 

672) 


a.  Another  method  of  allocating  resources  in  a money  economy 
is  to  establish  a centralized  agency  for  planning  the  pro- 
duction and  distribution  of  goods  and  services.  When  the 
majority  of  decisions  concerning  the  allocation  of  resources 
are  made  by  a small  group  of  citizens  according  to  a plan 
which  they  create  we  call  such  a coordination  system  a 
planned  economy. ^ 

b.  The  third  situation  uses  another  story  to  create  a setting 
for  the  kinds  of  daily  economic  activity  that  typify  life 
under  such  a system.  Have  the  students  read  "A  Bonus  for 
the  Foreman"  and  compare  the  aspects  of  this  kind  of  coor- 
dination with  the  description  of  the  market  and  traditional 
economies. 


2An  interesting  glimpse  into  life  in  the  U.S.S.R.  is  given  in  Irving 
R.  Levine,  Main  Street.  U.S.S.R.  (Signet  Books,  I960). 
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A Bonus  for  the  Foreman 

Anatole  Sergeyev  made  his  way  through  the  crowd  of  workers  streaming  out  of 
the  Moskovitch  automobile  plant  at  Shadrinsk  in  the  U.S.S.R,  He  was  grate- 
ful that  today  was  Saturday  and  that  tomorrow  he  would  have  a day  off  from 
his  work  as  an  assembly  line  foreman.  He  was  anxious  to  get  home  too  be- 
cause he  had  just  received  notice  that  the  assembly  line  section  which  he 
supervised  had  exceeded  its  quota  of  finished  automobiles  in  the  last  month. 
This  meant  that  he  would  have  a bonus  coming  to  him  and  he  was  eager  to 
share  the  news  of  his  good  fortune  with  his  wife  Nina.  As  he  walked  quick- 
ly home  he  began  to  daydream  about  what  he'd  do  with  the  extra  money.  Not 
that  he  hadn't  thought  about  this  before— ever  since  the  quota  for  last 
month  had  been  set  and  approved  by  the  regional  planning  board  in  consulta- 
tion with  the  chief  administrator  in  Moscow,  a bonus  had  been  one  of  his 
main  aims.  Now  that  he  had  it,  thoughts  of  some  new  clothes  for  himself 
and  Nina  or  even  a new  Avangard  television  set  ran  through  his  head. 

Nina  was  busy  in  the  kitchen  when  she  heard  Anatole  whistling  as  he  entered 
their  small  two  room  apartment.  'Veil,  what  makes  you  so  happy,  Anatole 
Sergeyev,"  she  asked.  "Have  you  lost  your  job?" 

"Oh,  you  know  full  well  that  I won't  leave  old  Moskovitch  until  I have  a 
better  job.  No,  no— I haven't  lost  anything,  I've  just  earned  my  first 
bonus  and  what  a bonus  it  is.  Almost3  1000  rubles  because  we  exceeded  our 
quota  of  finished  cars.  Imagine  a 1/3  increase  in  my  pay  next  month." 

"Are  you  quite  sure  you'll  get  that  much?"  she  asked  him  with  a hint  of 
skepticism  in  her  voice.  "You've  had  bonus  promises  before  that  never  did 
come  to  anyting." 

"Of  course  I'm  sure.  Comrade  Karmov  our  plant  union  leader  announced  it 
at  our  weekly  meeting.  He  congratulated  us  all  on  doing  so  well,  contrib- 
uting to  the  growth  of  Mother  Russia  and  all  that  stuff  and  then  he  an- 
nounced that  everyone  in  our  section  would  receive  a bonus.  Afterwards  he 
showed  me  the  bonus  schedule  and  I can  tell  you,  it  pays  to  be  a foreman." 

He  grabbed  Nina  by  the  arms  and  tried  to  dance  with  her. 

"Stop  it— can't  you  see  I'm  trying  to  fix  a meal,"  she  laughed  as  he  swept 
her  around  the  kitchen.  "In  this  mood  you'll  have  that  bonus  spent  before 
we  get  it." 

"We'll  eat  out,"  he  cried.  "We'll  buy  some  new  clothes,  a television,  a 
new  samover,  a. . . ." 

His  wife  interrupted  him.  "We  could  save  it,"  she  suggested. 

Reluctantly  Anatole  agreed  that  that  was  a possibility. 


^Ten  Rubles  * 1 U.S.  dollar. 
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Later  on  as  they  ate  their  evening  meal  they  talked  more  about  their  wind- 
fall and  both  agreed  that  winter  clothing  was  probably  the  best  use  to 
which  they  could  put  the  money,  so  before  the  state  clothing  store  closed 
for  the  weekend  they  paid  it  a visit  and  looked  over  the  selection  of  coats 
and  hats  and  fur  lined  boots. 

The  saleswoman  asked  what  they  would  like  to  buy.  Anatole  with  some  pride 
said  he  was  interested  in  buying  a winter  coat  and  his  wife  needed  some 
boots.  'That’s  our  reward  for  exceeding  our  production  quota  at  the  plant,” 
he  said,  adding  that  they  just  wanted  to  look  around  and  would  buy  next 
week. 

When  Anatole  told  the  saleswoman  their  sizes  she  shook  her  head  and  said, 
"I'm  sorry,  but  we  do  not  have  those  sizes.  We  received  our  quota  of  this 
year's  coats  and  boots  just  yesterday  and  the  few  in  the  sizes  you  want  were 
sold  this  morning.  We  didn't  get  the  quota  we  expected.  Apparently  the 
coat  and  boot  makers  are  not  even  meeting  the  quota  set  for  them.  Maybe 
you  should  go  into  the  clothing  plants  Comrade  Sergeyev,  they  need  to 
exceed  their  quotas  there." 

Nina  added  with  a sigh,  "If  the  officials  on  the  planning  boards  only  knew 
exactly  how  many  would  be  needed. . .but , I suppose  they  do  the  best  they 
can. 11 

As  they  left  the  store  Anatole  remarked  that  first  things  must  come  first. 
'The  army  must  use  up  much  of  the  coat  production  and  who  can  begrudge  a 
soldier  a warm  coat,"  he  said  as  he  looked  wistfully  at  the  rack  of  coats 
which  were  all  too  small  for  him. 

Passing  the  state-operated  radio  and  television  store  they  stopped  to  admire 
the  latest  Rubi n model  which  sold  for  2600  rubles.  This  model  cost  800 
rubles  more  than  the  least  expensive  model  but  with  the  money  they  had  al- 
ready saved  and  the  bonus  money,  they  felt  that  they  could  afford  the  better 
set.  They  inquired  of  the  manager  about  the  possibilities  of  their  buying 
a Rubin  and  were  told  that  he  had  received  his  quota  for  the  year  but  that 
he  still  had  two  which  had  not  been  sold.  "If  you  want  one,  though,  you'll 
have  to  act  fast,"  he  added. 

As  they  walked  home  Anatole  and  Nina  stopped  by  the  "free  market"  where 
they  bargained  with  an  old  woman  for  a sack  of  apples  and  a string  of 
mushrooms. 

"Apparently  there  are  no  quotas  on  apples  and  mushrooms,"  Anatole  commented 
as  he  bit  into  an  apple.  It's  strange  that  the  peasants  are  able  to  guess 
how  many  apples  will  be  called  for  better  than  the  central  planning  board 
can  figure  how  many  television  sets  will  be  called  for." 

"Now,  Anatole  Sergeyev,"  countered  Nina,  "Don't  you  be  getting  so  critical. 
After  all  the  planning  boards  are  only  human  and  what  they  do  is  for  the 
benefit  of  our  whole  nation.  Besides,  producing  apples  and  mushrooms  isn't 
quite  like  making  television  sets  or  coats  and  boots." 
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They  continued  talking  about  what  they  might  do  with  the  bonus  money  with 
Anatole  complaining  how  and  again  that  it  didn't  seem  fair  for  the  govern- 
ment to  give  him  a bonus  and  then  fail  to  provide  enough  goods  for  him  to 
spend  it  on. 


Nearing  their  apartment,  Nina  said  they  could  possibly  save  it  and  event- 
ually buy  a car. 


Anatole  looked  at  her  quizzically,  opened  the  door  for  her  and  muttered  a 
disgusted  "Huh.1  I'd  be  gray  by  then."  Her  suggestion  didn't  seem  to  im- 
press him  in  the  least. 


c.  Suggested  questions  for  focusing  discussion: 

(1)  How  do  economic  motivations  differ  in  Anatole' s 
planned  economy  from  those  in  a market  economy? 

(2)  What  economic  factors  limited  the  choices  that  the 
Sergeyevs  could  make  in  the  purchase  of  consumer  goods? 

(3)  Compare  the  shopping  trip  of  the  Sergeyevs  to  one 
which  your  parents  might  make  for  the  same  kinds  of 
goods.  In  what  ways  might  they  be  similar?  In  what 
ways  might  they  differ? 

(4)  Why  do  you  think  Anatole  was  unimpressed  with  Nina's 
suggestion  that  they  save  for  a car?  What  aspects  of 
the  planned  economy  of  the  U.S.S.R.  might  defer  their 
acquisition  of  a car  for  a number  of  years? 

(5)  What  is  the  difference  between  economic  choices  in  a 
planned  economy  and  a market  economy? 

(6)  Compare  the  three  types  of  economic  systems  reflected 
in  the  last  three  stories  in  terms  of  such  things  as: 

(a)  consumer  choices 

(b)  ownership 

(c)  competition 

(d)  use  of  resources 

(e)  consumer  ability  to  influence  economic  institutions 

(7)  The  questions  suggested  for  this  learning  situation, 
as  well  as  the  questions  suggested  throughout  this 
unit,  have  emphasized  the  differences  between  economies. 
Perhaps,  it  would  be  beneficial  at  this  point  to  also 
discuss  briefly  the  similarities  that  exist  between 
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all  economies.  For  example,  problems  of  supply  and 
demand  and  organizational  similarities  between  produc- 
tion units  (firms,  cooperatives). 

Note;  There  may  be  a temptation  during  the  teaching  of 
this  situation  to  make  comparisons  between  the  economic 
system  of  the  U.S.A.  and  that  of  U.S.S.R*  While  there  may 
be  a time  and  place  for  such  comparisons  during  the  student's 
education,  it  is  not  the  intent  of  this  unit  to  initiate  a 
discussion  of  the  respective  values  of  communist  and  non- 
communist societies.  The  teacher  must  be  clear  in  his  own 
mind  that  the  unit's  purpose  is  primarily  to  present  stu- 
dents with  some  generalizations  about  these  systems  which 
may  aid  them  in  understanding  how  different  societies  coor- 
dinate their  economic  activities. 


THE  COORDINATION  OF  ECONOMIC  ACTIVITY 
Unit  16:  Basic  Economic  Decisions  in  Market  and  Planned  Economies 

Part  I:  Sequenced  Outline  ^ 


I.  In  Unit  15,  we  defined  and  discussed  the  general  similarities  and 
differences  in  economic  systems.  Now,  in  this  unit,  we  will  be  more 
specific.  The  way  in  which  the  four  basic  economic  decisions  are  made 
in  a market  economy  is  contrasted  with  the  way  these  decisions  are 
generally  made  in  a planned  economy.  Since  planning  is  a major  respon- 
sibility of  government  in  a planned  economy,  it  will  be  considered  in 
more  detail  in  Unit  17  - the  Economic  Role  of  Government.  As  we  noted 
in  Unit  15,  II 1-3 , we  have  already  dealt  indirectly  with  coordination 
when  we  discussed  each  of  the  decisions.  Now  we  may  treat  the  relation 
of  decisions  and  coordination  with  more  precision  and  detail. 

II.  In  the  previous  unit,  it  has  already  been  made  clear  that  in  both  a 

market  and  planned  economy,  supply,  demand,  and  firms  will  be  present. 
We  will  turn  first  to  the  various  circumstances  under  which  supply  and 
demand  may  meet  in  a capitalist  or  market  economy. 

A.  Markets  under  capitalism  may  be  structured  or  grouped  as  follows: 


1 . The  degree  and  kind  of  competition 


a.  There  may  be  a great  many  competitors  or  none. 

b.  The  product  may  be  identical  or  be  differentiated  by 
advertising. 

c.  Entry  into  competition  may  be  easy  or  difficult. 

d.  Competition  may  be  thought  of  as  ja  kind  of  regulation  of 
economic  behavior. 


2.  The  degree  of  mobility  of  the  factors  of  production  (Review 
Unit  4,  Allocating  the  Resources.) 


a.  The  factors  of  production  may  move  easily  from  one  employ- 
ment to  another,  or  they  may  be  relatively  immobile. 


b.  Factors  of  production  may  sometimes  be  easily  substituted 
for  one  another  or  substitution  may  be  imperfect  or  im- 
possible. 


c.  Mob i 1 i ty  may  be  thought  of  as  the  amount  and  speed  of 
adjustment  of  supply  and  demand  which  can!  take  place  in 
the  economy. 
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B.  The  following  grid  shows  the  conventional  structure  of  markets 
under  a capitalist  or  market  economy: 


Market  Structure 

Compet i t ion 

Mob i 1 i tv 

Examples 

Pure  & perfect 
compet i t i on 
(model  for  a 
lai ssez-fai re 
pol i cy) 

Very  large  number 
of  competitors 
Product 
identical 

Near  perfect 

Certain 

agricultural 
products,  e.g. 
eggs 

Monopolistic  and 
imperfect  com- 
pet i t ion 

Perhaps  20  to  30 
compet i tors 
Product 

differentiated 

Imperfect 

Brand 

merchand i se 

01 i gopoly 

Few  competitors 
Product  sometimes 
identical,  some- 
times differen- 
t i ated 

Imperfect 

Steel , autos 

Monopoly 

None 

Imperfect 

Pub  lie  utilities 

C.  Different  markets  have  different  consequences  and  hence  invite 

d i f ferent  economic  pol icies. 

1.  If  all  markets  were  pure  and  perfect,  competition  would  regu- 
late and  mobility  would  provide  adjustment.  Such  markets  could 
generally  be  left  alone;  government  responsibilities  would  be 

a minimum.  In  such  markets,  however,  it  would  not  be  possible 
to  have  large-scale  enterprises,  so  we  probably  could  not  pro- 
duce things  like  autos  as  cheaply.  At  any  rate,  very  few 
markets  are  pure  and  perfect. 

2.  Host  markets  are  monopolistic  and  imperfect.  The  result--a  need 
for  government  supervision  of  advertising;  government  assistance 
In  the  training  and  development  of  manpower,  etc.  Some  govern- 
ment policies  may  Increase  immobility,  e.g.  price  supports  in 
agriculture. 

3.  Oligopoly  and  monopoly  make  necessary  anti-trust  legislation, 
public  utility  regulation,  etc. 

4.  Often,  though  the  varying  degrees  of  competition  and  mobility 
are  acknowledged,  the  terms  "free  enterprise  system",  and  "the 
market  system",  are  employed  to  mean  that  even  with  such  imper- 
fections, the  markets  can  be  depended  upon  to  work  acceptably. 
Sometimes  these  phrases  mean  an  acceptable  combination  of  mar- 
ket activity  plus  government  influences  and  controls. 
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5.  The  economic  role  of  government  usually  depends  upon  the  conse- 
quences of  certain  market  situations  and  the  necessary  economic 
policies  required  by  such  consequences,  e.g.  monopoly  and  anti- 
trust action.  The  relation  of  government  and  the  economy  is 
discussed  in  Unit  17. 

III.  Basic  decisions  Under  a market  economy  and  under  a planned  economy. 


Decisions Market  Economy 


Planned  Economy 


Signals  (dollar  votes) 
are  sent  through  the 
chain  of  markets,  in- 
dicating or  confirming 
consumer  choices. 

About  2(f/o  of  goods  and 
services  in  the  U.  S. 
are  bought  collectively 
through  Federal , state, 
and  local  governments. 

Competition  among  pro- 
What  to  Produce  ducers,  stimulated  by 

profit  motive,  provides 
(See  Unit  3)  motive  and  direction  as 

to  what  is  produced. 
Certain  types  of  pro- 
duction are  influenced 
by  regulatory  bodies, 
e.g.  Federal  Power 
Commission. 


In  the  U.S.S.R. , sales 
do  take  place  and  con- 
sumers have  choices  at 
that  point,  but  in  most 
cases  the  market  signals 
do  not  determine  what 
will  be  produced;  the 
decision  is  primarily 
made  through  planning. 

Markets  operate  with  a 
degree  of  freedom  in 
some  agricultural  prod- 
ucts and  in  certain 
services. 

The  sectors  of  the 
economy  may  have  some 
influence  on  what  the 
planning  authorities 
will  decide,  e.g.  con- 
sumer goods  and  services 
vs.  defense  or  invest- 
ment. 


In  both  economies,  imperfections 
may  influence  what  is  produced, 
e.g.  in  both  U.  S.  and  U.S.S.R., 
changes  in  technology  make  it 
difficult  to  match  workers  and 
jobs. 
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Decisions Market  Economy Planned  Economy 


I 


Resources  are  allocated 
primarily  by  competi- 
tive bidding  among  the 
producers.  Their  abil- 
ity and  willingness  to 
bid  depends  upon  the 
consumers'  preferences 
for  their  goods  and 
services . 


In  the  U.S.S.R. , the 
allocation  of  resources 
is  determined  by  the 
planning  authorities. 

Unions  have  the  respon- 
sibility of  maintaining 
labor  discipline,  often 
involving  holding  the 
worker  to  his  job. 


A1  locating  the 
Resources 


(See  Unit  4) 


Of  course,  imperfec- 
tions in  the  mobi 1 ity 
of  the  factors  of  pro- 
duction hinders  the 
allocation.  V/orkers 
may  not  know  about  the 
job  or  be  able  or  will- 
ing to  move. 

Certain  pol icies  may 
actually  hinder  the 
reallocation  of  re- 
sources, e.g,  agri- 
cultural price  supports 
tend  to  maintain  the 
prevai 1 ing  setup  in 
agriculture. 

On  the  other  hand,  the 
policies  directed  at 
re-training  and  devel- 
oping manpower  help  to 
match  workers  and  jobs. 


The  government  has  the 
right  to  assign  gradu- 
ates from  the  universi- 
ties and  higher  techni- 
cal schools  to  a job  for 
three  to  five  years. 

However,  evidence  makes 
it  clear  that  the  allo- 
cation does  not  always 
take  place  according  to 
plan.  It  is  necessary 
to  have  informal  con- 
tacts and  to  use  expe- 
diters to  see  that  the 
resources  needed  are 
actually  made  available. 

In  some  Communist-type 
economies,  e.g.  Yu- 
goslavia, more  freedom 
is  allowed  to  the  pro- 
ducers to  bid  competi- 
tively for  the  factors 
of  production. 
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Decisions  Market  Economy Planned  Economy 

Both  market  and  planned  econ- 
omies desire  a higher  rate  of 
economic  growth  and  therefore 
wish  to  increase  their  effi- 
ciency (productivity)  in  the 
use  of  the -scarce  resources. 


Stimulating 
Efficiency 
(See  Unit  5) 


The  sources  of  efficiency  are 
the  same  for  both,  namely, 
specialization,  capital,  scale 
of  enterprise,  motivation,  edu- 
cation, and  the  use  of  basic  and 
pure  science. 

Some  of  these  sources  differ  in 
the  two  types  of  economies.  We 
will  emphasize  these  differences. 


Capital 


Both  types  of  economies  appreciate 
the  contribution  of  real  capital. 


In  capital ist  or  mar- 
ket economies,  the 
source  of  funds  for 
capital  are  mainly  pri- 
vate savings,  e.g. 
profits  retained,  de- 
preciation allowances, 
personal  savings. 


In  planned  economies, 
investment  is  deter- 
mined by  the  central 
authorities,  and  the 
sources  of  funds, 
mainly  gathered  from 
taxes,  are  allocated 
from  a central  source. 


Motivation 


Market  economies  depend 
primarily  on  the  profit 
motive  to  stimulate  the 
producers  to  reduce 
their  costs.  Competi- 
tion serves  to  limit 
the  profits.  When  com- 
petition is  inadequate 
or  lacking,  regulatory 
agencies  establish 
prices  and  influence 
profits.  Wage  incen- 
tives are  also  used. 


In  the  U.S.S.R.,  incen- 
tives are  differences  in 
wages,  profit-sharing 
schemes  related  to  the 
efficiency  of  the  pro- 
ducing unit,  and  use  of 
labor  unions  to  maintain 
labor  discipline.  Re- 
cently, the  U.S.S.R., 
following  the  example  of 
Yugoslavia,  ha'$  given 
the  producers  more  free- 
dom in  decisions  affect- 
ing efficiency. 
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Decisions 


Dividing  the 
Goods  and 
Services 
(See  Unit  6) 


Market  Economy Planned  Economy 


A capitalist,  or  market 
economy  relies  mainly 
on  competitive  bidding 
among  consumers,  busi- 
ness, etc.  to  divide 
the  goods  and  services. 

In  turn,  the  bidding 
depends  on  the  ability 
and  willingness  of  the 
buyers. 

But  in  the  U.  S.  many 
goods  and  services  are 
shared  on  bases  other 
than  ability  and  will- 
ingness, e.g.  schools, 
publ ic  heal th. 

Col lective  expendi- 
tures are  determined 
by  Congress,  legisla- 
tures and  municipal 
councils,  elected  by 
the  people. 


In  the  U.S.S.R.  the 
planning  authorities 
(basically  the  Communist 
Party)  determine  how 
much  of  total  output 
will  consist  of  consumer 
goods  and  services. 

In  the  stores,  goods  and 
services  are  divided 
among  those  able  and 
willing  to  buy. 

Some  services,  e.g. 
medical,  are  distributed 
equally  per  person. 

Collective  expenditures 
in  a planned  economy 
are  chiefly  determined 
by  the  planning  authori- 
ty. 


Comparisons  of  the  consumer  in 
the  Soviet  Union  and  the  United 
States  are  not  easy  since  a 
considerable  part  of  the  con- 
sumer's income  in  the  U.S.S.R.  is 
in  the  form  of  free  services 
offered  by  the  state. 


The  per  capita  real  income  after 
taxes  in  the  U.  S.  is  the  highest 
in  the  world  and  is  growing.  Of 
course,  tax  expenditures  also 
yield  consumer  satisfactions,  e.g* 
schools  and  highways. 
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Relation  to  other  disciplines  (illustrations) 

A.  Geography:  Geographical  factors  may  influence  the  degree  of  com- 

petition and  mobility  of  factors  of  production,  e.g.  mountains  and 
oceans  which  sometimes  hinder  competition  and  movement. 

B.  Sociology:  Competition  is  a value  which  a society  may  encourage  or 

not.  Values  also  influence  the  willingness  of  people  to  move  from 
one  place  to  another. 


C. 


D. 


Political  Science:  V/e  have  already  seen  how  the  society's  laws  may 

support  competition  as  a regulator  of  economic  behavior;  when  com- 
petition is  lacking,  government's  regulatory  responsibilities  in- 
crease.  In  a planned  economy,  the  political  organization  will  pro- 
vide the  framework  for  the  economic  system. 

Psychology:  The  profit  motive  serves  as  a guide  to  production  and 

a st! mu  1 ant  to  efficiency.  Other  incentives,  such  as  prestige,  may 
also  influence  economic  behavior. 


MMUfaeis 


THE  COORDINATION  OF  ECONOMIC  ACTIVITY 


Unit  16:  Basic  Economic  Decisions  in  Market  and  Planned  Economies 

Part  II:  Outline  of  Teaching  Suggestions 


I.  Comments  on  the  Content 

A.  Problems  in  teaching  the  concept 

1.  We  indicated  in  Unit  15,  Part  I,  that  the  strategy  of  presenta- 
tion was  first  to  make  a general  comparison  of  a market  and 
planned  economy  and  then  in  this  unit  to  focus  upon  decisions 

i n a market  economy. 

2.  The  notion  of  planning,  which  has  not  yet  been  taken  up,  can 
still  be  used  to  contrast  in  a general  way  how  decisions  would 
have  to  be  made  if  one  did  not  have  a market  economy . 

3.  Planning  is  specifically  considered  in  Unit  17,  for  there  it  is 
a major  part  of  the  economic  role  of  government  and  can  be  con- 
trasted with  the  economic  role  of  government  in  a market  economy. 

4.  Even  though  planning  has  not  been  presented,  it  should  not  be 
difficult  for  students  to  imagine  how  things  would  have  to  be  if 
there  were  no  market  opportunities  in  which  to  participate  as 
consumers  and  producers  in  decisions. 

5.  The  notion  of  structure  of  markets  relies  upon  the  ability  to 
make  logical  distinctions,  an  element  of  analysis  which  will 
be  discussed  below  under  mathematical  concepts  and  skills. 

6.  The  problem  of  teaching  the  notion  of  market  structure  is  that 
familiarity  with  buying  under  various  market  conditions  blunts 
the  analysis  of  markets.  A phone  bill  and  grocery  bills  are 
all  thought  of  as  bills. 

7.  Product  differentiation  through  advertising  is  so  ordinary  an 
experience  that  it  is  seldom  analyzed  as  to  its  influence  on 
prices  and  policies,  both  private  and  public. 

8.  Since  competition  is  seldom  sharply  thought  of  as  a kind  of 
regulation,  the  degree  of  competition  is  usually  not  fully 
appreciated  as  an  element  of  the  regulation. 

9.  Although  we  have  chosen  not  to  emphasize  the  mobility  of  the 
factors  of  production  in  distinguishing  markets,  still  it  is 
another  element  in  market  structure  which  is  seldom  considered. 

10.  The  identification  of  goods  and  services  by  the  types  of  markets 
in  which  they  are  acquired  is  surely  not  the  usual  practice  in 
publ ic  opinion. 
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B.  The  concept  as  part  of  the  unfolding  structure 

1.  Scarcity:  The  need  for  a society  to  handle  the  problem  of 

scarcity  has  been  continuously  pointed  out.  Now,  in  showing 
how  the  market  economy  does  make  such  decisions  and  in  con- 
trasting these  decisions  in  a general  way  to  those  made  in  a 
planned  economy,  we  have  made  the  role  of  institutions  in 
dealing  with  the  problem  of  scarcity  clear. 

2.  Flows:  Policies  concerning  flows  are  not  covered  in  this  unit 

but  such  policies  will  be  affected  by  decisions  related  to 
scarcity  and  may  affect  indirectly  such  decisions.  (See  Unit 
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3.  Coordination:  In  demonstrating  specifically  how  decisions  about 

scarcity  may  be  made  in  a market  economy,  we  have  dealt  with  a 
major  part  of  coordination. 

4.  Marginal  analysis:  Each  of  the  decisions  represents  a choice 

and  the  market  system  is  shown  to  be  a social  mechanism  in 

which  the  last  or  marginal  unit  is  directed  from  one  use  to 
another. 


5.  Institutional  factors:  Of  course,  the  customs,  practices  and 

laws  which  set  up  the  conditions  for  markets  or  for  planning 
represent  the  use  of  economic  institutions.  We  are  simply 

demonstrating  how  these  institutions  operate  in  making  the 
decisions. 


II.  Comments  on  the  Learning  Process 

. ^ . The  names  which  economists  use  to  designate  the  var- 

ious types  of  markets  will,  of  course,  be  unfamiliar.  But  the 
greater  difficulty  is  that  these  markets  cannot  be  simply  and  pre- 
cisely defined  so  that  the  titles  are  more  indicative  of  th*  eq- 
uation than  they  are  of  expl icit  descr fpt ionTI 

B.  Mathematical  concepts  and  skills 

'•  '^.w®  thi"k  of  mathematics  as  related  to  logic,  a suggestion 

which  we  have  made  before,  then  the  problem  of  classification 
of  markets  consists  of  isolating  the  variable  factors,  e.q. 
the  degree  of  competition  and  the  degree  of  mobility. 

2.  It  is  obvious  from  the  words  used  to  express  the  degree  of  com- 
petition that  they  tend  to  represent  a continuum  of  competition 
ye-  one  can  have  less  and  less.  The  problem  arises,  then, 
about  marking  off  one  type  of  market  from  another.  Does  each 
partition  have  special  characteristics?  Economists  struggle 

'i"1*  *he*e  Prob,e">s  °f  separation  and  have  only  partly  succeeded 
in  structuring  markets.  Hence,  you  will  face  some  difficulty 
in  keeping  some  of  the  categories  or  structures  of  market 
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distinct.  For  example,  what  number  of  firms  would  change  a 
monopolistic  market  into  a pure  and  perfect  competitive  market? 
Note  also  that  it  is  not  numbers  alone  which  separate  types  of 
markets  but  the  presence  of  some  other  factors,  e.g.  the  degree 
of  mobility  of  the  factors  of  production. 

C.  Ability  to  generalize 

1.  By  identifying  the  structure  of  markets  and  then  exploring  the 
types  of  goods  and  services  available  in  each,  one  has  been 
able  to  generalize  about  the  kind  of  commodity  or  service  one 
is  likely  to  fit  into  each  "box". 

2.  In  asking  the  student  to  think  of  the  way  a planned  economy 
might  substitute  for  a market  economy,  even  though  a planned 
economy  has  not  been  described,  the  student  is  encouraged  to 
generalize  about  the  opposite  or  negative  view  of  a market 
economy.  In  other  words,  what  would  be  the  opposite  or  another 
way  of  handling  the  problem  of  the  basic-decisions. 

D.  Background 

1.  Most  students  have  had  ample  experience  in  buying  and  perhaps 
in  sell'ing,  so  there  is  much  market  experience  one  can  draw 

upon. 

2.  Since  planning  operates  in  many  minor  ways  through  economic 
behavior,  even  in  a market  economy  students  will  have  in  their 
background  the  awareness  of  economic  decisions  which  have  been 
made  for  them,  both  as  consumers  and  producers. 

Learning  Situations 

A.  From  Teacher  to  Teacher 

The  previous  unit  offered  a general  comparison  of  economic  systems. 
In  this  unit,  we  explored  specific  comparisons  by  emphasizing  eco^ 
nomic  decisions  in  a market  economy  and  a planned  one.  The  learning 
situations  are  intended  to  underline  the  specific  comparisons  by 
making  the  students  conscious  of  the  variety  of  markets  in  their 
own  economic  system  and  sharply  aware  of  differences  in  economic 
decisions  made  in  a planned  economy. 

In  the  first  situation,  the  student  is  asked  to  "walk  with  his 
fingers"  through  the  yellow  pages  of  the  telephone  book  and  note 
the  variety  of  market  supply  situations  which  are  represented.  For 
example,  how  many  suppliers  of  gasoline  are  there  and  how  many  ser- 
vice stations;  how  many  producers  of  televisions  are  there  and  how 
many  TV  repairmen?  Note  particularly  the  telephone,  electric,  and 
gas  services. 
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In  the  second  situation,  the  student  is  presented  with  a chart  of 
the  types  of  markets  and  is  asked  to  place  in  them  the  suppliers 
of  his  breakfast,  his  clothing,  entertainment,  etc.  The  purpose 
is  to  demonstrate  the  variety  of  markets  in  which  we  live. 

In  the  third  situation,  a chart  is  developed  for  each  of  the  four 
decisions,  suggesting  basic  differences  between  a market  economy 
and  a planned  one. 

B.  Sequenced  Learning  Situations 

1.  First  Situation:  The  Variety  of  Market  Supply  Situations 

(Student  Materials,  page  677) 

a.  A consciousness  on  the  students'  part  of  the  large  variety 
of  markets  and  the  degree  of  competition  between  suppliers 
in  their  own  economic  system  is  a necessary  part  in  their 
understanding  the  role  that  markets  play  in  the  coordina- 
tion of  economic  activity.  The  purpose  of  this  situation 
is  simply  to  highlight  the  variety  in  the  degree  of  corn- 
pet  i t ion. 

b.  A suggested  approach  to  this  situation  is  to  have  students 
examine  the  "yellow  pages"  section  of  a telephone  book. 

This  may  be  done  as  part  of  a home  assignment  or,  if  enough 
directories  are  available,  as  a class  activity. 

Rather  than  have  students  examine  the  yellow  pages  randomly 
the  teacher  should  designate  a number  of  different  products 
or  services  and  have  students  compare  the  degree  of  compe- 
tition apparently  existing  for  each  product  or  service  by 
having  them  list  the  number  of  competitors  in  each.  For 
instance,  in  the  yellow  pages  of  the  Columbus,  Ohio,  direc- 
tory one  can  find  the  following  information  about  the  degree 
of  competition  in  a variety  of  businesses: 

Restaurants  - 720* 

Jewelers  stores  - 80* 

Office  supplies  stores  - 34* 

Party  supplies  stores  - 14 
Pizza  Equipment  and  Supplies  - 2 
Tumbling  equipment  - 1 
Telephone  companies  - l 

The  teacher  may  wish  to  use  these  items  or  choose  his  own, 
but  the  important  point  which  the  items  should  illustrate 
is  the  wide  degree  of  competition  among  similar  goods  as 
well  as  between  different  goods  and  services. 


“Approximate  numbers. 


o 
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After  students  have  listed  the  items  in  order  of  the  degree 
of  competition  existing,  they  can  be  asked  to  attempt  some 
explanation  of  the  differences  in  the  degree  of  competition 
among  the  goods  and  services  listed.  , 

(1)  What  circumstances  might  explain  the  degree  of  compe- 
tition found  in  the  jewel ery  business  and  the  party 
suppl ies  stores? 

(2)  How  would  you  account  for  the  existence  of  over  700 
restaurants  and  only  one  supplier  of  tumbling 
equipment? 

(3)  Both  the  suppliers  of  telephone  services  and  the  sup- 
pliers of  tumbling  equipment  appear  to  have  no  compe- 
titors. Are  there  different  reasons  for  the  "monop- 
oly" in  each  case? 

(4)  What  differences  might  you  expect  in  terms  of  prices, 
service,  etc.,  if  there  were  only  one  or  two  restau- 
rants rather  than  over  700?  How  may  competition  serve 
as  a regulator  of  the  restaurant  business? 

(5)  With  no  competitors  is  the  telephone  company  or  public 
utilities  company  entirely  free  to  charge  any  price 
and  give  indifferent  service?  How  are  they  regulated? 

Note:  After  students  have  attained  some  insight  into  the 

degree  of  competition  existing  in  our  economic  system  the 
teacher  should  point  out  that  a large  number  of  apparent 
competitors  is  no  guarantee  that  competition  is  taking 
place.  For  instance,  although  a city  may  have  300  gas  sta- 
tions, these  may  be  owned  by  only  6 or  8 gasoline  companies 
in  which  case  the  degree  of  competition  among  gasoline  sta- 
tions is  much  less  than  if  there  were  300  independent  pro- 
ducers competing.  Merely  counting  the  number  of  suppliers 
of  one  product  and  comparing  them  with  the  number  of  sup- 
pliers of  another  product  is  not  in  itself  a completely 
accurate  measure  of  the  variation  in  the  degree  of  compe- 
tition between  them.  It  does,  however,  serve  as  an  indica- 
tion of  the  degree  of  competition,  and  for  our  purposes  we 
will  assume  that  the  number  of  suppliers  is  a measure  of 
compet i tion. 

2.  Second'  S i tuat ion:  Market  Variety  (Student  Materials,  page  677) 

a.  In  the  last  situation  the  students  were  introduced  to  the 
notion  that  competition  in  the  market  economy  exists  in 
varying  degrees.  The  second  situation  will  consist  of  an 
examination  of  the  four  types  of  markets  most  common  in 
the  United  States.  By  describing  each  type  in  terms  of 
the  number  of  firms  engaged,  the  type  of  product,  the  degree 


of  competition  existing,  and  the  ease  with  which  new  firms 
may  enter  the  market,  it  is  hoped  that  the  students  will  be 
able  to  arrive  at  functional  definitions  of  perfect  compe- 
tition, imperfect  competition,  etc.,  as  well  as  realize  the 
variety  of  markets  which  exist. 

b.  The  teacher  may  introduce  this  situation  by  referring  to 
the  Yellow  Pages  and  the  conclusions  (regarding  the  varying 
degrees  of  competition)  reached  by  examining  them.  Then  go 
on  to  explain  the  following: 

To  facilitate  analysis  and  communication  some  economists 
have  separated  the  market  system  into  four  main  degrees  of 
competition: 

(1)  pure  and  perfect  competition 

(2)  monopolistic  and  imperfect  competition 

(3)  oligopoly  (1 iteral ly-few  sel lers) 

(4)  monopoly  (1 i teral ly-one  seller) 

We  will  use  these  categories  but  it  should  be  clearly  under- 
stood that  no  such  clear-cut  distinctions  can  always  be 
made.  These  categories  emphasize  the  variety  of  markets 
possible  in  the  market  economy  and  indicate  the  varying  con- 
sequences and  resulting  policies.  (See  Unit  17-) 


Type  of 
Market 

1 

No.  of 
Firms 

2 

Deqree  of 
Compet i t ion 

3 

Conditions 
of  Entry 

4 

Type  of 
Product 

Examples  (to  be 
Suppi i ed  by 
Students) 

Pure  and 
perfect 
Competi- 
tion 

Very 

many 

Very  large 
number  of 
competitors 

Very 

easy 

A1 1 the 
same 

Agricultural 
products 
(wheat,  eggs) 

Monopo- 
1 ist  ic 
and  im- 
perfect 
compet i - 
t ion 

Many 

Consider- 
able number 
of  competi- 
tors 

Easy 

Different 

varieties 

Clothing,  shoes, 
repair  services, 
savings  and  loan, 
small  loan,  com- 
mercial banks 

01 igopoly 

Few 

Few  compe- 
titors 

Difficult 

Some  the 
same— some 
varied 

Autos,  gasoline, 
household  appl i- 
ances,  bikes 

Monopoly 

One 

No  compe- 
titors 

Uni ikely 

Unique 

Publ ic  utilities 
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After  the  teacher  has  placed  the  above  chart  on  the  chalk 
board,  he  should  define  "Type  of  Product"  and  "Conditions 
of  Entry".  "Type  of  Product"  refers  to  whether  the  firms 
produce  items  which  are  identical  (e.g.  eggs)  or  items 
which  are  differentiated  primarily  by  advertising.  'Condi- 
tion of  Entry"  refers  to  the  ease  or  difficulty  of  anyone 
getting  into  a particular  business. 

Reading  across  the  chart  students  can  get  an  approximate 
definition  of  each  of  the  market  types.  They  can  now  be 
asked  to  relate  these  market  types  to  the  producers  of  the 
goods  and  services  that  they  use  continually. 

The  following  questions  may  assist  students  in  filling  in 
the  example  section: 

Where  and  why,  for  example,  would  they  place  the  suppliers 


of : 

(1) 

their  breakfast— eggs , 

cereal , milk? 

(2) 

the  phone  and  electric 

light  they  use? 

(3) 

the  shoes  and  clothing 

they  wear? 

(4) 

their  automobiles? 

(5) 

home  appliances? 

(6) 

banking  services? 

(7) 

gasol ine? 

These  questions  may  be  used  either  as  a home  exercise  or  as 
class  activity.  In  any  case,  the  teacher  should  make  cer- 
tain that  the  students  know  why,  for  instance,  they  place 
automobiles  under  "oligopoly"  or  eggs  under  "perfect 
competition". 

Note:  Thervi  is  no  need  to  spend  an  inordinate  amount  of 

time  on  this  situation--it  is  simply  a means  of  acquainting 
students  with  the  variety  of  market  types  prevalent  in  a 
market  economy. 

3.  Third  Situation:  Comparing  Decisions  in  Two  Economic  Systems 

(Student  Materials,  page  678) 

a.  In  the  last  two  situations  an  attempt  was  made  to  give  stu- 
dents some  idea  of  the  variety  and  complexity  of  markets 
within  a market  system.  In  spite  of  this  variety  and  com- 
plexity, these  markets  provide  a coordinating  mechanism 
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which  societies  can  use  in  making  the  four  basic  economic 
dec i s ions : i .e. 

What  to  Produce  - (See  Unit  3.) 

Allocating  the  Resources  - (See  Unit  4.) 

Stimulating  Efficiency  - (See  Unit  5.) 

Dividing  the  Goods  and  Services  - (See  Unit  6.) 

The  present  situation  should  indicate  how  these  decisions 
are  made  in  a predominantly  market  economy.  As  a contrast, 
the  student  is  helped  to  see  how  the  decision  may  be  made 
in  a nonmarket  or  planned  economy. 

b.  This  situation  will  draw  in  large  measure  from  the  students 
understanding  of  Units  3 through  6 in  which  the  four  basic 
economic  decisions  which  every  society  must  make  were 
analyzed. 

This  "game"  is  designed  to  aid  student  understanding  of  the 
role  of  markets  in  the  market  economy  and  the  relationship 
of  markets  to  the  four  basic  economic  decisions  in  both 
market  and  planned  economies. 

The  sentences  on  the  following  page  are  descriptive  of  the 
role  of  markets  in  either  a market  or  a planned  economy. 
Sort  them  according  to: 

(1)  those  that  describe  the  decisions  in  a market  oriented 
economy 

(2)  those  that  describe  decisions  in  a plan  oriented 
economy . 

Note:  One  method  of  classifying  the  sentences  on  the  next 

page  is  shown  on  page  458. 
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(1) 


Goods  and  services  are  distributed 
primarily  according  to  the  ability 
and  willingness  of  the  buyers  to 
pay. 


(7) 


The  sources  of  funds  for  investment 
(capital)  come  mainly  from  taxes. 


(2) 


Resources  are  distributed  primarily 
by  competitive  bidding  among 
producers . 


(8) 


Competition  among  producers,  stimu- 
lated by  the  desire  for  profit, 
motivates  producers  to  keep  their 
costs  as  low  as  possible  in  order 
to  appeal  to  consumers. 


(3) 


The  use  to  which  resources  are  put 
is  determined  by  the  goals  set  for 
society. 


(9) 


The  source  of  funds  for  investment 
(capital)  is  mainly  private 
savings . 


(4) 

Signals  are  sent  through  chains  of 
markets  indicating  the  pattern  of 
consumer  choices. 


(10) 

The  motivation  for  increased  pro- 
ductivity is  the  desire  to  reach 
output  goals  rather  than  making 
the  largest  possible  profit. 


(5) 


A significant  amount  of  goods  and 
services  are  distributed  on  the 
basis  of  sharing. 


(11) 


The  use  to  which 
is  determined  by 
profit. 


resources  are  put 
the  des i re  for 


(6) 


The  use  of  resources  is  determined 
by  means  other  than  bidding  among 
producers . 


(12) 

Consumers  have  choices  in  the  mar- 
ket, but  their  choices  do  not  act 
as  signals  in  determining  what  will 
be  produced. 
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The  above  sorting  should  give  you  one  means  of  comparing 
the  two  systems.  A more  precise  comparison  may  now  be 
made  by  relating  those  sentences  in  the  market  category 
to  the  appropriate  economic  decision.  The  same  should 
now  be  done  for  those  sentences  in  the  planned  category. 

As  an  aid  in  categorizing  the  sentences  according  to  eco- 
nomic decision,  ask  yourself:  Which  sentences,  descriptive 

of  the  market  and  planned  economies,  are  related  to  the 
economic  decision  "What  to  Produce?"  and  so  on  through 
the  four  basic  decisions. 

Below  is  one  way  in  which  you  may  organize  your  sentences. 
Make  sure  you  know  why  you  placed  each  sentence  where  you 
did. 


Economic 
Economic"  - — ^System 
Decision  " 

Market 

Planned 

What  to  Produce 

(4)* 

(12) 

A1 locating 
Resources 

(2) 

(9) 

(11) 

(3) 

(6) 

(7) 

St imulat i ng 
Efficiency 

(8) 

(10) 

Distribution  of 
Goods  and  Services 

(1) 

(5) 

*These  numbers,  (which  are  keyed  to  the  "boxes"  on  the 
previous  page),  do  not  appear  in  the  student  materials— 
they  are  placed  here  for  the  teacher's  convenience. 

Note:  Any  system  of  categorizing  statements  such  as  these 

tends  toward  oversimplification  and  the  teacher  should 
make  students  aware,  if  they  are  not  already,  that  some 
of  the  sentences  may  not  fit  neatly  into  only  one  box. 
However,  even  though  there  may  be  some  overlapping,  the 
chart  is  a useful  device  to  illustrate  the  relationship 
of  the  four  basic  economic  decisions  to  the  role  of  the 
market  in  market  and  planned  economics. 


THE  COORDINATION  OF  ECONOMIC  ACTIVITY 
Unit  17: ' Economy  and  Government 
Part  I:  Sequenced  Outline 


I.  Following  our  strategy  in  the  presentation  of  the  concept  of  coordina- 
tion, we  have  given,  in  Unit  15,  a broad  comparison  of  economic  sys- 
tems, emphasing  some  basic  categories,  supply,  demand,  etc.  Then, 
in  Unit  16,  we  focused  on  the  structure  of  the  market  economy  and  how 
decisions  are  made  under  a market  system.  A general  compa r i son  with 
decisions  under  a planned  economy  was  provided,  but  the  study  of 
planning  itself  was  reserved  for  this  unit.  The  reason,  as  we  pointed 
out,  was  to  sharpen  the  contrast  between  the  economic  role  of  govern- 
ment in  a market  economy  and  its  role  in  a planned  economy. 

II.  The  notion  of  government  is  not  easily  defined  because  of  the  many 

responsibilities  which  are  placed  upon  governments.  We  should  remind 
ourselves  that  we  are  concerned  only  with  the  ma jor  econom i c respon- 
sibilities  of  government,  even  though  its  other  responsibilities  may 
have  economic  implications. 

A.  In  most  complex  societies,  there  are  various  levels  of  government, 
e.g.  federal,  state,  and  local.  Much  debate  naturally  goes  on 
about  the  responsibilities  which  various  levels  of  government 
should  bear. 

B.  Governments  are  responsible  for  enacting  and  administering  laws 
affecting  political  processes,  e.g.  elections  and  social  pro- 
cesses, e.g.  marriage  laws. 

C.  The  economic  role  of  governments  may  be  s impl i f ied  by  saying  that 
they  are  responsible  for: 

1.  Collective  or  social  expenditures  for  goods  and  services, 
e.g.  schools,  highways,  health,  defense. 

2.  Policies  which  affect  the  operation  of  the  economic  system. 

a.  In  a capitalist  or  market  economy,  policies  must  be 
devised  to  make  sure  the  markets  are  operating  effectively 
and  acceptably  and  that  the  flows  are  matched. 

b.  In  a planned  economy,  formal  government  will  be  related 
to  the  ore pa rat  ion  and  admin istrat ion  of  the  economic 
plan  which  includes  the  basic  economic  decisions  and  the 
matching  of  the  flows. 

D.  In  this  unit,  we  will  be  mainly  concerned  with  the  governments 
relations  to  markets,  planning,  and  flows.  (See  III  below.) 
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It  Is  not  easy,  however,  to  separate  the  political  and  social  re- 
sponsibilities of  government  from  its  economic  role, 

1.  Although  the  emphasis  in  this  unit  is  placed  on  governments 
relation  to  markets,  planning,  and  flows,  these  activities 
affect  growth,  stability  and  equity  and  do  have  influence  on 
the  welfare  of  the  society.  We  shall  mention  these  collective 
effects  when  we  discuss  governments  influence  on  flows. 

2.  While  collective  expenditures  are  economic  in  their  impact, 
the  nature  of  the  expenditures  is  primarily  social  in  purpose; 
similarly  for  defense,  the  purpose  is  political. 

3.  Sometimes  collective  or  social  expenditures  are  used  as  a 
primary  characteristic  for  identifying  an  economy  as  a "wel- 
fare" state,  or  as  a socialist  or  a democratic  mixed  economy. 

4.  The  definition  of  civil  rights  may  affect  economic  processes, 
e.g.  the  right  to  vote  allows  persons  to  influence  the  laws 
which  affect  economic  activity. 


III.  The  economic  role  of  government  in  a capitalist  or  market  economy  and 
in  a planned  economy,  which  we  are  emphasing  in  this  unit,  is 
presented  in  the  following  outline: 


ECONOMIC  ROLE  OF  GOVERNMENT 


(Capital  ism  today) 


Flows 

(Stabi 1 ity, 
Growth, 
Equity) 


ECONOMIC  ROLE  OF  GOVERNMENT 
( Commun i sm ; soc i a 1 ism) 


A.  The  economic  role  of  government  in  a market  economy  is  related  to 
markets  and  flows.  These  relations  are  explained  in  IV  below. 

B.  The  economic  role  of  government  under  commun i sm  is  primarily 
related  to  planning  as  the  decision-making  machinery  and  to  flows. 
These  relationships  are  explored  in  V below. 

C.  The  economic  role  of  government  under  socialism  is  related  to 
both  planning  and  markets  in  the  decision-making  machinery  and 
to  flows.  These  relations  are  explored  in  VI  below. 
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IV.  We  will  first  examine  the  economic  role  of  government  under  a capital- 
ist or  market  economy,  using  the  following  diagram  as  the  model: 


U.  S.  CAPITALISM  TODAY 


Degree  and  kind 

Degree  of 

of  competition 

MARKETS 

mobil ity 

DEMAND 

(CONSUMPTION, 

BUSINESS, 

GOVERNMENT, 

FOREIGN) 


DECISIONS 

PRICES,  (QUANTITIES,  QUALITY,  etc.) 

FLOWS  t 

(GOODS  AND  SERVICES) (MONEY) 


ECONOMIC  ROLE  OF  GOVERNMENT 


1.  Markets:  setting  rules,  checking  abuses,  to  make 

the  decision-making  machinery  work 

2.  Flows:  Influencing  Growth,  Stability,  Equity 

A.  As  we  already  know  from  Unit  16,  markets  differ  in  the  degree 
and  kind  of  competition  and  the  degree  of  mobility.  Supply  and 
demand,  therefore,  meet  under  a number  of  supply  and  demand 
situations,  that  is,  under  different  market  structures. 

B.  Supply,  as  we  know  from  Unit  16,  involves  problems  of  costs  and 
the  definition  of  the  suppliers. 

C.  Demand,  as  we  also  know  from  Units  6 and  15,  includes  the  demands 
of  the  four  buyers  of  the  total  product  (GNP) . We  commented  in 
those  units  on  the  elements  of  demand,  e.g.  ability  and  willing- 
ness to  buy,  etc. 

D.  Now  when  supply  and  demand  meet  in  a capital ist  or  market  economy, 
decisions  are  made.  These  decisions  concern  the  price  of  the  good 
or  service,  the  quantity  that  can  be  provided,  and  the  quality  of 
the  item  being  provided.  The  "etc."  may  cover  service  rendered 
along  with  the  good,  e.g.  credit  terms. 
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E.  The  decisions  which  are  reached  will,  of  course,  affect  the  flow 
of  goods  and  services  and  the  flow  of  money.  If  the  decision  is 
for  more  of  one  product  than  another,  the  flow  of  the  chosen 
product  will  likely  increase  along  with  the  re-direction  of  the 
flow  of  money. 

F.  We  know,  too,  that  it  is  possible  to  change  the  flow  of  goods 
and  services  and  the  flow  of  money  which  will  affect  the  basic 
decisions  about  scarcity.  For  example,  a tax  cut  will  increase 
the  consumer's  income  and  in  turn  modify  his  decisions  about  the 
amount  and  kind  of  consumer  good  or  service  he  will  buy. 

6.  The  economic  role  of  government  with  respect  to  markets  are  its 
activities  aimed  at  making  the  decision-making  machinery  (markets) 
work. 

1.  Setting  rules  for  economic  behavior:  checking  abuses. 

a.  Certain  clauses  of  the  Constitution  directly  affect 
economic  behavior,  e.g.  taxation,  regulation  of  com- 
merce, coinage,  etc. 

b.  Regulatory  bodies  may  set  rules  and  check  abuses,  e.g. 
Federal  Trade  Commission,  Pure  Food  and  Drug  Act,  Anti- 
Trust  Legislation. 

2.  Some  regulatory  bodies  operate  in  place  of  the  regulation 
imposed  by  competition  and  serve  as  a mechanism  for  estab- 
lishing  prices,  etc.,  e.g.  Interstate  Commerce  Commission, 
Federal  Communications  Commission,  etc. 

H,  The  economic  role  of  government  with  regard  to  flows  consists 
of  those  pol icies  affecting  growth,  stability  and  equity. 

1.  In  each  of  the  units  on  flows  (Units  7 through  14)  we  have 
emphasized  the  role  of  government  in  relation  to  flows. 

2.  We  have  covered  the  concept  of  economic  growth  in  Unit  9 and 
will  further  discuss  the  problem  of  economic  growth,  relating 
analysis  to  policy,  in  Unit  18. 

3.  The  concept  of  employment  stability  was  discussed  in  Unit  11, 
Determining  the  Nation's  Income.  The  concept  of  price 
stability  was  discussed  in  Unit  13,  Monetary  and  Fiscal 
Policies.  The  concepts  of  price  and  employment  stability 
will  also  be  discussed  in  Unit  18. 

4.  The  notion  of  equity  or  fairness  in  the  distribution  of  income 
and  in  employment  opportunities  was  covered  in  Unit  6,  Di- 
viding the  Goods  and  Services,  and  will  be  further  explored  in 
Unit  18,  in  the  discussion  of  poverty  and  economic  security. 
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V.  The  economic  role  of  government  in  a centrally  planned  economy,  using 
the  U.S.S.R.  as  a model,  can  be  presented  in  the  fol lowing  s imp! if ied 
d iagram: 


A CENTRALLY  PLANNED  ECONOMY 
(U.S.S.R.) 


Preparation  of 

Administration  of 

Plan 

PLANNING 

Plan 

SUPPLY 

(COSTS 

ENTERPRISES) 


DEMAND 

(CONSUMPTION, 
ENTERPRISES, 
GOVERNMENT, 
EXPORTS  Gr 
IMPORTS) 


DECISIONS 

(PRICES,  QUANTITIES,  QUALITY,  etc.) 
1 FLOWS  t 

(GOODS  AND  SERVICES) (MONEY) 


ECONOMIC. ROLE  OF  GOVERNMENT 

1.  Planning:  to  be  responsible  for  the  preparation  and 

administration  of  the  plan 

2.  Flows:  to  influence  growth  and  decide  on  the  percentage  of 

total  output  for  consumption  and  the  amount  of  con- 
sumption which  will  be  provided  collectively 

A.  Note  that  in  this  diagram  the  notion  of  planning  has  replaced 

the  market  as  the  basic  decision-making  mechanism  or  instrument. 

1.  The  characteristics  of  the  market  were  the  degree  of  compe- 
tition (as  a form  of  regulation)  and  mobility  (adjustability). 
In  this  diagram,  the  major  characteristics  are  the  preparation 
and  administration  of  the  plan,  both  of  which  are  concerned 
with  control  and  adjustment. 

2.  The  governments  economic  organization  is  basically  a division 
of  the  economy  into  sectors  (e.g.  agriculture,  trade)  and  an 
administrative  hierarchy  which  parallels  the  stages  of  produc- 
tion. Since  the  major  part  of  economic  activity  is  the 
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responsibility  of  government,  the  economic  organization  is  an 
integral  part  of  the  general  government  structure. 

3.  Likewise,  the  preparation  and  administration  of  the  planning 
is  a government  responsibility.  The  Communist  Party  sets  the 
economic  targets.  The  plan  is  reviewed  throughout  the  economy 
and  finally  adopted.  The  administration  of  the  plan  is,  there- 
fore, closely  related  to  the  preparation. 

B.  Under  the  heading  of  Supply,  the  word  "enterprises"  is  substituted 
for  entrepreneurs.  The  substitition  stresses  the  fact  that  in  a 
planned  economy  the  "business  units"  supervise  and  manage  produc- 
tion, but  the  risk-element  of  what  and  how  much  to  produce, 
characteristic  of  entrepreneurs  in  a market  economy,  is  mainly 
lacking.  Enterprises,  however,  do  share  in  the  preparation  of  the 
plan. 

C.  Under  the  heading  of  Demand,  the  major  substitutions  are  the  words 
"Exports- Imports"  for  the  notion  of  Foreign  Demand,  listed  under  a 
market  economy.  The  substitution  emphasizes  that  in  a centrally 
planned  economy,  foreign  trade  is  a state  monopoly  and  exports  and 
imports  are  planned;  they  are  not  freely  determined  in  a world 
market  economy. 

D.  The  decisions  made  by  planning  include,  of  course,  the  same 
elements  as  decisions  made  by  the  market;  namely,  prices,  quanti- 
ties, etc.  One  should  point  out  that  prices  in  a planned  economy 
may  not  be  as  representative  of  costs  as  they  would  be  in  a market 
economy.  The  prices  are  usually  set  by  the  state. 

E.  The  flow  of  goods  and  services  may  be  modified  by  the  decision 
of  the  Party  to  increase  or  decrease  the  aggregate  amount  of 
consumer  goods  and  services;  it  would  be  necessary  then  to  adjust 
the  output  for  consumers  according  to  the  flow  of  consumer  expen- 
ditures. The  evidence  is  quite  clear  that  even  in  a centrally 
planned  economy,  the  flows  are  not  always  matched.  Finally,  the 
government  which  controls  the  financial  institutions  can  direct 
the  flow  of  money,  but  it  must  also  direct  the  matching  flow  of 
goods  and  services  since  planning  is  the  device  by  which  total 
supply  and  demand  are  to  be  matched. 

F.  The  conclusion,  then,  is  that  the  economic  role  of  government  in 
a planned  economy  is  to  take  the  responsibility  for  the  operation 
of  the  economy.  Through  planning,  decisions  are  made  concerning 
the  use  of  scarce  resources;  and  the  flows  are  matched  by  the 
planning  procedures. 

G.  In  unit  15>  it  was  pointed  out  that  no  economy  operates  perfectly 
according  to  the  basic  notion  underlying  its  economic  organization. 
Hence,  while  markets  exist  in  the  U.S.S.R.  the  government  restricts 
their  operation  and  subordinates  their  activity  to  the  basic 
planning. 
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VI.  The  most  difficult  economies  to  describe  are  those  called  socialist 
or  democratic  mixed  economies.  A simplified  diagram  cannot  be 
drawn  to  show  the  many  mixtures  of  market  and  planning  activity. 

A.  The  economic  role  of  government  in  relation  to  decisions  is  a 
mixture  of  market  and  planning. 

1.  The  influence  of  government  on  decisions  concering  the  use. 
of  resources  is  based  upon  its  ownership  or  control  of  basjc 
industries  (financial  institutions,  steel,  etc.). 

2.  A majority  of  economic  decisions  are  left  to  the  market  place. 

3.  Usually  an  arrangement  for  informal  planning  exists,  e.g. 
in  France.  Various  sectors  of  the  economy  are  involved  in 
establishing  economic  goals  and  cooperating  in  a .semi-vo,lun» 
tarv  participation  in  complying  with  the  planned  activity. 

B.  The  government's  economic  role  in  influencing  the  flows  is  a 
mixture  of  policies  used  in  a capitalistic  or  market  economy 
(e.g.  monetary  and  fiscal  policies)  and  those  policies  affecting 
the  composition  of  the  flows  of  goods  and  services  and  the  flow 
of  money,  established  through  planning. 
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THE  COORDINATION  OF  ECONOMIC  ACTIVITY 
Unit  17:  Economy  and  Government 

Part  II:  Outline  of  Teaching  Suggestions 

I.  Comments  on  the  Content 

A.  Problems  in  teaching  the  concept 

1.  Some  comments  on  the  problems  in  teaching  the  concept  of  the 
economic  role  of  government  have  already  been  made  in  the 
discussions  of  coordination.  For  example,  little  thought  is 
given  to  the  notion  of  how  economic  activity  is  integrated. 


2.  One  may  add  that  the  definition  of  government  is  made  compli- 
cated because  of  the  multiple  responsibilities  which  are 
placed  upon  government--soc ial , political,  and  economic. 

3.  We  must  argue  also  that  the  lack  of  knowledge  about  economics 
makes  it  difficult  for  people  to  define  and  appraise  the 
specific  economic  role  of  government. 

4.  Moreover,  the  levels  of  government  in  the  U.  S.,  their  various 
responsibilities,  and  the  inter-governmental  relationships 
make  it  difficult  to  speak  simply  about  "government ." 


Finally,  in  showing  the  economic  role  of  government  under 
capitalism,  one  must  have  a fairly  clear  notion  of  the 
structure  of  markets  and  the  effects  of  the  various  supply 
and  demand  situations  on  prices,  quantities,  etc.  It  can 
be  shown  that  most  of  the  economic  responsibilities  of  govern- 
ment in  a capitalist  economy  are  related  to  the  imperfect 
operation  of  the  market  system  and  to  the  need  and  possibility 
of  influencing  the  flows. 

In  addition  to  our  difficulties  in  defining  government  in  a 
capitalist  society,  we  now  have  the  additional  task  of 
appreciating  the  relations  of  government  and  the  economy  in 
a planned  society.  By  the  very  nature  of  a planned  society, 
government's  political,  social  and  economic  responsibilities 
are  more  closely  t ied  together  and  are  more  comprehensive. 

The  major  broad  conclusion  which  should  be  drawn  from  a study 
of  thp  economic  role  of  government  in  a market  economy  and  in 
a planned  one  is  this:  In  a market  economy,  the  government 

may  be  thought  of  as  intervening  to  help  the  market  mechanism 
work  and  to  influence  flows;  in  a planned  economy,  the  govern- 
ment sets  the  economic  goals  and  administers  the  production 
and  distribution  of  goods  and  services. 
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B.  The  concept  as  part  of  the  unfolding  structure 

1.  Scarcity:  In  both  a market  economy  and  in  a planned  economy, 

the  economic  role  of  government  represents  a response  to  the 
basic  institution  for  handling  the  scarcity  problem. 

2.  Flows:  In  a market  economy,  the  economic  role  of  government 

is  to  influence  the  flows  through  fiscal  and  monetary  poli- 
cies. In  a planned  economy,  the  government  seeks  to  establish 
the  flows  in  its  planning. 

3.  Coordination:  In  a market  economy,  coordination  is  based 

upon  a chain  or  web  of  markets,  with  government  seeking  to 
make  the  markets  and  flows  function  acceptably.  In  a planned 
economy  the  government  administers  the  plan,  that  is,  directly 
controls  the  coordination. 

4.  Marginal  analysis:  In  a market  economy,  decisions  by  private 

persons  will  depend  upon  judgments  about  the  uses  of  additional 
resources  in  one  direction  or  another;  likewise  marginalism 
influences  public  policies.  In  a planned  economy,  efforts  also 
are  made  to  allocate  resources  according  to  the  best  use  of 
additional  units  of  the  factors  of  production. 

5.  Institutions:  The  fact  that  government's  economic  role  will 

depend  upon  the  basic  institutions  for  coordination  illus- 
trates the  inter-relationship  of  institutions. 

II.  Comments  on  the  Learning  Process 

A.  Vocabulary:  Comments  have  already  been  made  about  the  difficulty 
of  defining  the  concept  of  government  either  under  capital  ism  or 
a planned  economy.  One  can  question,  then,  whether  the  word 
"government"  does  help  the  student  recognize  the  function  and 
role  of  government.  The  adjective  "economic"  in  the  phrase 
"economic  role  of  government"  indicates  how  careful  one  must  be 
in  the  use  of  language;  the  phrase  describes  more  precisely,  but 
each  word  must  be  emphasized.  The  same  comment  applies  to  the 
not  ion  of  "role". 

B.  Mathematical  concepts  and  skills 

1.  While  not  properly  described  as  a mathematical  concept  or 
skill,  the  words  "intervention"  and  "plan"  could  perhaps  be 
illustrated  by  physical  analogies.  Intervention  implied 
that  government  seeks  to  influence  the  speed  and  d i rect ion 
of  economy  as  though  one  were  affecting  the  movement  of  an 
object.  Like  all  analogies,  this  one  should 'be  cautiously 
used,  but  it  may  help.  On  the  other  hand,  a planned  economy 
suggests  a machine  one  is  control  1 ing— the  plan  and  the 
planning  organization  set  up  the  machine  and  administration 
"runs"  it. 
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2.  The  basic  economic  institutions  for  the  economy  will  help 

define  the  economic  role  of  government,  e.g.  imperfect  markets 
and  governments  responsibilities.  One  can,  therefore,  think 
of  the  basic  economic  institutions  as  assumptions  and  the 
economic  role  of  government  as  an  implication.  It  might  be. 
expressed  as  an  if-then  statement,  e.g.  if  an  economy  is. going 
to  be  planned,  then  the  government  may  prepare  and  administer 

the  plan. 

C.  Ability  to  generalize 

1.  Incorrect  generalizations  about  government's  economic  role 
abound,  but  the  fact  that  many  people  "jump"  from  a statement 
of  government's  influence  to  a generalization  about  its 
"growing  power"  does  show  a certain  ability  and  tendency  to 
general ize. 

2 If  a society  accepts  a market  system  as  its  basic  economic 
organization,  it  has  in  fact  established  a generalization; 
the  same  could  be  said  about  a society  which  accepts  planning. 

D.  Background 

1.  In  their  courses  in  American  history,  students  have  encoun- 
tered many  illustrations  of  government  activity  in  the 
economic  sphere,  e.g.  mercantilism,  Interstate  Commerce 
Commission,  Federal  Reserve  System,  etc. 

2.  The  notion  of  government  participation  in  economic  life  is 
very  prominent,  even  if  it  is  poorly  understood  and 
inaccurately  appraised. 

III.  Learning  Situations 

A.  From  Teacher  to  Teacher 

In  Unit  17  is  a continuation  of  the  plan  for  analyzing  coordina- 
tion systems  which  was  laid  out  in  Unit  16.  We  have  discussed 
the  role  of  markets  in  both  market  oriented  and  plan  oriented 
economies.  This  unit  investigates  the  role  of  government  in 
both  economies. 

The  role  of  government  in  the  coordination  of  economic  activity 
can  be  sorted  into  two  major  kinds  of  activity:  (1)  policies 

of  government  that  regulate  and/or  control  the  use  of  resources 
and  (2)  expenditures  made  by  government  in  behalf  of  the  welfare 
of  the  whole  society  (social  expenditures). 

The  first  and  second  learning  situations  in  this  unit  discuss 
the  role  of  government  in  terms  of  policies  that  affect  the  use 
of  resources  in  a market  oriented  economy  and  in  a plan  oriented 
economy,  respectively. 


470 


The  third  learning  situation  centers  on  the  role  of  government  in 
terms  of  the  intent  and  extent  of  social  expenditures  first  in  a 
market  oriented  economy  and  then  in  a plan  oriented  economy. 

The  following  outline  is  a guide  to  the  unfolding  concepts  of 
this  unit. 

B.  Sequenced  Learning  Situations 

1.  First  Situation:  The  Role  of  Government  in  the  Market 

Economy  (Student  Materials,  page  683) 

a.  Government's  economic  role  in  the  coordination  of  economic 
activity  is  fundamentally  different  in  a market  economy 
than  in  a planned  economy.  The  purpose  of  this  situation 
is  to  show  the  government's  economic  role  in  a market 
economy.  The  second  situation  will  serve  a similar  pur- 
pose for  a planned  economy. 

b.  This  situation  will  provide  students  with  a number  of 
statements  about  the  workings  of  a market  economy  and 
the  activities  of  the  government.  The  student  may  be 
assigned  an  examination  of  certain  government  agencies 
and  activities  and  be  asked  to  discuss  them  the  next  day 
in  class. 

The  situation  may  be  introduced  by  a discussion  in  which 
the  teacher  attempts  to  have  students  recall  past  learning 
situations  which  answered  such  questions  as: 

(1)  What  is  the  most  distinguishing  characteristic  of 
the  market  economy  as  compared  with  the  planned 
economy? 

(2)  What  is  the  function  of  the  market  in  the  market 
economy? 

(3)  What  are  some  of  the  relationships  between  the 
degree  of  competition  and  government  economic 
act i v i t ies? 

(4)  What  overall  objectives  do  governments  have  in  a 
market  oriented  economy? 

After  students  have  participated  in  a class  discussion 
focusing  on  these  questions  the  teacher  may  summarize  by 
using  the  resume  given  below: 

(a)  A capitalist  economy  relies  primarily  on  markets. 

(b)  The  market  system  is  a social  arrangement  for 
passing  signals  from  consumer  to  producer. 
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(c)  Markets  differ  in  the  amount  of  competition 
which  is  present  and  the  amount  of  mobility 
of  the  factors  of  production. 

* 

(d)  Because  of  the  imperfect  competition  and  mo- 
bility, some  of  the  effects  of  markets  on  prices, 
etc.,  have  caused  government  over  the  years  to 
influence  the  decisions  made  in  market  places. 


(e)  Government  has  also  tried  to  assure  growth, 
stabil itv  and  equity. 

c.  Specific  instances  of  the  government's  role  in  the  economy 
of  the  United  States  should  now  be  considered.  Using  the 
list  of  regulatory  bodies  and  regulatory  legislation 
printed  in  the  Student  Materials  the  teacher  may  wish  to 
have  students  (either  as  individuals,  pairs  or  groups) 
examine  each  of  these  attempts  at  intervention  on  the  part 
of  the  government.  The  questions  following  the  list  are 
offered  as  guidel ines  in  answering  the  general  question. 
What  role  does  government  play  in  the  operations  of  a 
market  economy? 


(1)  Interstate  Commission 

(2)  Federal  Trade  Commission 

(3)  Pure  Food  and  Drug  Act 

(4)  Securities  and  Exchange  Commission 

(5)  Federal  Reserve  Act 

(6)  Federal  Deposit  Insurance  Corporation 

(7)  Economic  Opportunity  Act 

(8)  Labor  Management  Relations  Act 

(9)  Fair  Labor  Standards  Act 

(10)  Social  Insurance  Acts 

d.  Questions 

(1)  What  are  the  responsibilities  of  the  agency? 

(2)  What  circumstances  brought  it  into  existence? 

(3)  How  does  it  fit  into  the  operation  of  the  market 
mechanism  or  the  flow  of  goods  and  services  and  the 
flow  of  money? 
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Note:  Sources  for  information  on  the  above  list  include: 

(a)  Encyclopedia  Year  Books 

(b)  U.  S.  History  texts 

(c)  U.  S.  Government  Manual , U.  S.  Government 
Printing  Office,  Washington,  D.  C. 

2.  Second  Situation:  The  Role  of  Government  in  a Planned 

Economy  (Student  Materials,  page  683) 

a.  In  the  first  situation,  government's  economic  role  in  a 
capitalist  economy  is  shown  to  be  primarily  one  of  inter- 
vention to  make  the  market  system  and  the  flows  work  more 
effectively.  Now  we  wish  to  show  that  in  a planned  economy, 
government's  economic  role  is  to  plan  and  administer  most 
of  the  economic  activity. 

b.  The  materials  for  a planned  economy  will  be  drawn  from 
the  U.S.S.R.  Since  it  is  not  1 ikely  that  an  American 
student  could  have  such  a free  and  open  exchange  with  a 
Russian  student,  we  must  allow  ourselves  some  poetic 
license  in  arranging  and  presenting  their  discussion. 

c.  Accounts  of  the  economy  of  the  U.S.S.R.  and  its  planning 

procedures  can  be  found  in  the  encyclopedias  (the  Bri- 
tannica,  the  Americana,  etc.).  As  an  aid  to  the  teacher, 
to  provide  background  for  discussion,  passages  from 
Meno  Lovenstein's  Capital  ism,  Communism,  Social  ism 
(Chicago:  Curriculum  Resources,  Inc.,  Scott-Foresman 

rompany,  1962),  have  been  included  in  the  appendix  to  this 
unit.  The  passages  have  been  modified  slightly  to  accom- 
modate some  recent  changes  in  the  Soviet  economic 

organ izat ion. 

A Meeting  in  the  Cafeteria  in 
the  Tower  of  Babel 


Once  upon  a time--we  must  begin  this  way,  for  it  is  not  1 ikely  that  an 
American  student  and  a Russian  student  could  meet  each  other,  overcome 
the  language  barrier,  and  speak  as  easily  and  as  freely  as  we  overheard 
them  talk.  But  if  they  could  meet  and  discuss  the  economic  roles  of  their 
governments,  this  is  what  they  would  probably  say.  So  let's  pretend  it 
happened'.  By  the  way,  they've  been  talking  about  other  things,  but  as 
we  moved  our  chairs  nearer,  we  heard  our  American  student  say-- 

John:  I know  you  have  a choice  when  you  go  to  your  stores  to  buy,  but 

somebody  else  told  the  stores  what  they  would  have  to  sell. 

Ivan:  Of  course,  what's  so  strange  about  that? 


John: 


Ivan: 

John: 

Ivan: 

John: 

Ivan: 

John: 

Ivan: 
John: 
Ivan : 
John: 
Ivan: 

John: 

Ivan: 

John: 
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What's  so  strange? 
and  the  customers 


In  my  country,  stores  listen  to  their  customers, 
tell  them  what  they  should  have  on  their  shelves. 


Well,  I think  our  way  makes  more  sense.  The  Party  knows  what  is 
best  for  us  and  they  work  up  a plan  which  tells  us  what  we  should 

produce  and  sel 1 . 


They  work  up  a plan— what  do  you  mean  by  that? 

It's  really  very  simple.  The  Party  knows  better  than  the  people 
how  our  scarce  resources  should  be  used.  They  have  some  people 
whose  job  it  is  to  plan,  called  the  Gosplan.  Of  course,  the 
Party  gives  them  the  figures  they  should  use,  e.g.  tow  much  sou 
go  for  consumers  and  how  much  for  factories  and  that  kind  of  thing. 

So  you  believe  the  Party  knows  best  and  just  tells  you  what  to  do. 


No,  the  Party  is  wise  enough  to  sc.id  the  Plan  to  the  people  who 
are  going  to  make  the  goods  and  ask  them  to  review  and  criticize 

it. 


Yes  but  those  who  do  review  it  are  probably  members  of  the  Party 
and  only  4%  belong  to  the  Party.  And  what  about  the  consumers— 
do  they  get  a chance  to  review  the  Plan? 

Well,  just  as  in  your  country,  they  don't  have  to  buy  the  consumer 
goods  if  they  don't  like  them. 

That's  really  not  the  point.  The  question  is,  "Do  the  consumers 
have  any  real  say?" 

I think  they  do  because  the  Party  has  ways  of  knowing  what  con- 
sumers  think  and  need. 


But  once  the  Plan  is  reviewed,  whatever  that  means,  the  Party 
still  administers  the  Plan. 


Of  course,  who  else  would  you  expect  to  run  the  country.  The 
qovernment  has  ministers  that  run  various  branches  of  industry, 
trade,  and  agriculture.  You  have  a postmaster  general  who  runs 

your  post  offices. 


But  that  is  only  one  service.  In  my  country,  the  government 
doesn't  run  everything. 


They  don't  in  Russia  either.  The  people  on  the  collective  farms 
can  sel  1 some  of  their  products  in  a market# 

I know,  but  selling  freely  in  the  market  place  is  not  typical  in 
your  country,  and  only  a small  part  goes  on  that  way. 
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That's  right,  but  we  are  allowing  more  choices  in  buying  and  sell- 
ing. We  believe  in  planning.  Letting  producers  make  some  choices 
is  only  a way  to  make  planning  work  better. 

John:  Then  you  don't  really  plan  and  control  everything  you  do.  I know 

you  are  always  revising  your  plans. 

Ivan:  Of  course,  the  Party  often  has  to  change  its  plans,  depending  on 

conditions.  Sometimes  we  decide  to  administer  the  plans  through 
regional  councils,  but  recently  the  Party  decided  that  more  central 
control  was  needed. 

John:  Do  you  realize  how  many  times  you  say  "the  Party"?  I wonder  if 

you  realize  how  different  your  way  of  thinking  is  than  ours.  We 
see  the  producers  and  consumers  deciding  what  shall  be  made  and 
sold.  The  government  steps  in  only  when  necessary.  But  in  your 
country,  the  Party  really  runs  the  economy  and  makes  all  of  the 
basic  decisions. 

Ivan:  And  you  think  that's  wrong.  What's  wrong  about  it?  After  all, 

the  Party.  . . . 

The  great  differences  between  John's  way  of  thinking  and  Ivan's  broke  the 

spell  of  their  conversation. 

d.  Questions  for  Focusing  Discussion 

(1)  What  is  Ivan's  point  of  view  regarding  the  importance 
of  government  planning  in  influencing  the  allocation 
of  resources  and  goods  and  services?  Who  decides  how 
resources  will  be  used  in  the  U.S.S.R.? 

(2)  What  is  John's  point  of  view  regarding  the  importance 
of  consumer  choices  in  influencing  the  allocation  of 
resources  and  goods  and  services? 

(3)  What  are  the  most  important  differences  in  the  market, 
and  planned  economies  with  regard  to  the  influence  of 
government  and  the  influence  of  consumer  choices? 

(4)  Are  the  decisions  reached  by  Gosplan  able  to  be 
changed?  Explain. 

(5)  How  would  you  explain  the  ease  with  which  Ivan 
accepts  planning  as  the  "natural"  thing  to  do? 
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The  following  excerpts  are  taken  by  permission  from  Meno  Lovenstein's 
Capital  ism.  Communism,  Social  ism: 

Government  and  Economic  Organization 

From  the  brief  review  of  the  history  of  the  U.S.S.R,  and  of  Communism  and 
the  Communist  Party,  one  can  easily  guess  what  is  the  relation  of  govern- 
ment and  economic  organization  in  the  Soviet  Union.  The  Communist  Party 
has  two  responsibilities;  first,  to  run  the  government,  and  second,  to 
run  the  economy.  To  carry  off  these  responsibilities  there  must  be  a 
close  interlocking  between  the  government  and  the  economy.  And,  of  course, 
the  Communist  Party  is  the  interlock. 

The  Union  of  Soviet  Socialist  Republics  is  a federation  of  fifteen  union 
republics.  Each  of  them  has  its  own  constitution,  budget  and  laws  which 
must  not  be  in  conflict  with  those  of  the  U.S.S.R.  Each  of  them  has 
limited  powers  in  its  foreign  relations  and  military  forces,  but  these 
powers  have  meant  little.  The  Russian  Soviet  Federated  Socialist  Republic 
(R.S.F.S.R.)  is  the  most  important,  having  about  three-fourths  of  the 
total  area  of  the  U.S.S.R.,  about  half  of  its  population,  and  the  most 
highly  developed  industrial  areas.  There  are  local  governmental  units  in 
cities,  villages,  ahd  rural  districts. 

The  government  of  the  U.S.S.R.  and  the  Communist  Party  may  be  thought  of 
as  two  vertical  parallel  lines.  At  the  bottom  of  the  government  are  the 
people  at  the  bottom  of  the  Party  are  the  party  members.  At  the  top 
are  the  Presidium  for  the  government  and  the  Presidium  of  the  Central 
Committee  of  the  Communist  Party.  The  government  has  the  familiar  respon- 
sibilities for  foreign  affairs,  defense  and  education.  Because  of  the 
Communist  set-up  of  the  economy,  it  must  also  plan  and  supervise  produc- 
tion in  factories,  farm.'  and  stores.  The  administration  of  production  is 
entrusted  to  the  Council  of  Ministers,  each  minister  having  responsibility 
for  an  area  of  economic  activity.  As  an  analogy,  you  may  imagine  the 
United  States  Cabinet  having  a Secretary  of  Automobiles  who  would  manage 
and  operate  (through  subdivisions)  the  automobile  industry.  A fuller 
description  of  planning  and  administration  is  given  later  in  the  section 
on  Coordination. 

The  Communist  Party  maintains  control  of  the  government  and  the  economy 
because  it  is  the  only  legal  party.  The  Presidium  of  the  Supreme  Soviet 
is  composed  of  party  members;  and  each  Minister  is  a party  member.  Party 
members  occupy  the  key  positions  in  agriculture,  industry  and  trade. 
Finally,  the  "cells"  of  the  Party  serve  as  eyes  and  ears  for  the  operation 
of  the  economy.  A good  deal  of  criticism  of  economic,  but  not  political, 
matters  is  permitted  and  encouraged.  The  Presidium  of  the  Central  Com- 
mittee of  the  Communist  Party  establishes  policies  which  are  already 
known  by  the  Presidium  of  the  Supreme  Soviet  and  the  Council  of  Ministers, 
since  in  most  cases  the  same  people  control  both  groups,  (pp.  76-78) 
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Deciding  What  Will  Be  Produced 

In  the  United  States,  as  we  know,  the  decisions  about  what  to  produce  are 
made  through  a market  system.  In  the  U.S.S.R.  the  decisions  are  made  by 
planning.  General  goals  and  policies  are  set  by  the  Council  of  Ministers 
from  directives  given  by  the  Presidium  of  the  Communist  Party.  They 
indicate  the  increases  in  output  and  investment  and  the  proportions  for 
military  expenditures  and  consumer  items.  A plan  is  prepared  for  the 
U.S.S.R.  and  is  adopted  by  a Party  Congress  and  by  the  Supreme  Soviet. 

More  will  be  said  later  about  the  planning  procedures  and  administration 
in  the  section  on  Coordination. 

There  are  many  gaps  in  our  knowledge  of  Soviet  economic  planning.  We  do 
know  that  planning  does  not  cover  every  item  but  only  basic  commodities 
and  sectors.  The  planners  try  to  build  in  some  flexibility  by  breaking 
up  the  Plan  into  shorter  annual  plans.  We  know  the  planning  does  not 
work  perfectly  and  requires  much  intervention  to  make  it  work.  The  Soviet 
Union  has  made  many  modifications  both  in  the  preparation  and  admin i stra- 
ticp  of  the  plans  and  is  still  experimenting.  But  the  Communists  believe 
in  planning  as  the  best  way  to  guide  the  choices  and  to  stimulate  the 
growth  of  the  economy. 

They  argue  also  that  economic  planning  is  democratic  because  many  share 
in  the  details  of  the  planning.  However,  the  major  directives  are  not 
democratically  determined.  For  example,  more  consumer  goods  and  services 
would  very  probably  be  produced  if  the  people  had  their  way.  Russian 
consumers  can  choose  between  the  goods  being  offered,  but  more  television 
sets  will  not  be  produced  just  because  they  want  them  or  are  able  to  buy 
them.  In  fact,  it  is  the  low  level  of  consumption  that  has  made  the  plan- 
ning easier.  Would  the  Russians  be  able  to  plan  if  they  could  produce 
as  many  consumer  goods  as  the  U.  S.  and  if  they  were  to  leave  the  con- 
sumers free  to  choose?  If  consumers  had  the  right  to  say  what  should  be 
produced,  it  would  affect  the  direction  of  investments  in  factories  and 
farms.  Would  it  be,  then,  as  easy  to  plan  investment?  These  questions 
cannot  be  answered  now,  but  it  is  clear  that  decisions  about  what  to  pro- 
duce can  be  made  by  planning.  This  method  of  decision-making  is  basically 
different  from  making  decisions  through  a chain  of  markets,  (pp.  7°-79) 

Planning  the  Soviet  Economy 

Much  has  already  been  said  about  planning  in  the  U.S.S.R.  We  needed  to 
know  something  about  planning  to  see  how  decisions  are  made  and  how  the 
flows  of  goods  and  money  are  controlled.  Now  a summary  is  necessary  to 
show  how  the  U.S.S.R.  relies  on  planning  to  coordinate  the  production  and 
distribution  of  goods  and  services. 

Alth^uah  the  Communists  nationalized  the  land,  industry,  and  the  banks 
as  soon  as  they  came  to  power  in  191 7,  they  were  not  sure  how  they  should 
control  the  economy.  During  the  period  of  the  New  Economic  Pol  icy 
(1921-1928)  a great  debate  was  waged  about  industrialization  *nd  the 
position  of  agriculture.  Should  the  economy  be  left  half  free  from  nation 
alization  and  work  its  way  slowly  towards  communism?  Or  should  the 
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Communists  collectivize  agriculture  and  turn  immediately  to  central 
planning?  In  1928,  the  first  of  the  Five-Year  Plans  was  begun.  There 
were  six  Five-Year  Plans,  not  all  of  which  ran  five  years.  The  seventh 
plan,  called  the  Seven-Year  Plan,  was  designed  to  run  from  1959  to  1965 


COORDINATION 

Markets 

At  present,  markets 
have  1 ittle  influence 

PI anninq 

Primary  rel iance 

Role  of 
Government 

The  Communist  Party 
sets  economic  goals, 
runs  the  government, 
and  the  economy. 

Each  of  the  Plans  had  general  goals  which  the  Soviets  hoped  to  reach. 

During  the  Five-Year  Plans  emphasis  was  placed  on  the  development  of  im- 
portant sectors — electric  power  and  machine-building.  In  the  Seven-Year 
Plan,  the  important  sector  was  broadened  to  include  petroleum  and  gas; 
there  was  dependence  on  electronic  computers  for  more  precise  controls. 
Decentralization  into  regional  economic  councils  was  planned  to  improve 
administration.  This  last  plan  also  called  for  marked  improvement  in 
the  consumers'  standard  of  living. 

Planning  procedures  have  already  been  described.  In  summary,  targets  are 
set  by  directives  from  the  Communist  Party  and  the  Council  of  Ministers, 
based  on  achievements  in  the  previous  period.  A plan  is  developed  from 
the  lower  enterprises  upward  until  it  is  consolidated  into  a national  ^ 
plan  by  the  U.S.S.R.  Gosplan.  The  planners  use  the  device  of  a material 
balance;  that  is,  a supply  plan  for  an  item,  for  example,  steel,  which  _ 
shows  on  one  side  of  an  equation  the  amount  of  available  steel  and  on  the 
other  the  users  of  the  steel.  The  material  balances  represent  supply  and 
demand  summaries  for  more  than  a thousand  items. . Balances  are  also  ^re 
pared  for  labor,  investment,  power,  etc.  In  addition,  a financial  plan 
and  the  Soviet  budget,  both  already  covered  in  the  discussion  of  flows, 
help  the  planners  summarize  the  supplies  and  demands  of  the  economy. 

Deciding  the  amount  of  resources  that  will  go  into  investment,  consumption 
or  the  military  is  a matter  of  policy,  but  when  the  planners  have  to 
choose  among  investments,  can  they  really  be  sure  that  they  have  placed 
the  resources  where  they  yield  the  most?  When  the  Russian  economy  was 
simpler,  these  choices  were  easier,  but  as  the  economy  becomes  more  com- 
plex, it  is  more  difficult  to  know  which  choices  are  best.  The  planners 
do  not  allow  or  follow  a market  test  to  indicate  what  is  considered  the 
most  desirable  use.  They  can  guess  how  long  it  will  take  for  an  invest- 
ment to  pay  out,  but  the  guess  will  vary  and  be  uncertain,  since  producers 
are  not  free  to  pay  for  capital  what  they  consider  it  to  be  worth. 
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Nevertheless,  their  planned  economy  has  enabled  the  Communists  to  produce 
an  enormous  amount  of  goods  and  sustain  a rapid  growth  rate.  Coordination 
in  the  use  of  resources,  however,  is  not  always  efficient.  How  much, 
then,  of  the  working  of  economic  planning  is  due  to  the  way  it  is 
administered?  (pp.  88-90) 

Administration:  Formal  and  Indirect 

In  any  country,  one  must  often  distinguish  between  the  formal  and  legal 
organization  and  the  actual  or  indirect  way  things  really  work.  Earlier 
in  a brief  description  of  government  and  economic  organization  in  the 
U.S.S.R.,  we  saw  how  the  Communist  Party  was  the  interlock  between  the 
government  and  the  economy.  Now  we  need  a closer  look  at  the  actual 
administration  of  the  system.  The  management  of  the  U.S.S.R.  is  in  the 
hands  of  the  Council  of  Ministers,  each  minister  heading  a government 
department.  There  are  two  types  of  departments:  (a)  the  "All-Union 

Ministries"  handle  affairs  of  importance  to  the  entire  nation,  and  have 
no  counterpart  ministries  in  the  Republics;  (b)  the  "Union-Republic 
Ministries"  deal  with  matters  also  important  to  the  nation  but  with  local 
variations  needing  local  attention.  These  ministries  have  counterparts 
in  the  ministries  of  the  republics.  The  Ministry  of  State  Control 
(U.S.S.R.)  serves  as  inspector  for  the  entire  administration.  Over  the 
years,  the  ministries  of  the  U.S.S.R.  have  often  been  shifted,  renamed 
and  reorganized.  The  organizational  pattern  of  the  U.S.S.R.  still 
serves  as  a model  for  the  Republics  although  there  is  considerable 
variation.  The  Russian  Soviet  Federal  Socialist  Republic  (R.S.F.S.R.) , 
the  largest  and  most  powerful  Republic,  is  closely  allied  with  the  govern- 
ment of  the  U.S.S.R.  and  has  a major  influence  over  the  whole  country. 

In  1957,  the  Soviet  Union  made  a fundamental  change  in  the  administra- 
tion of  the  economic  system.  The  economy  was  decentralized  into  105 
regional  economic  councils.  Each  Regional  Economic  Council  was  respon- 
sible both  to  the  Council  of  Ministers  of  the  Republic  in  which  it  was 
located  and  also  to  the  U.S.S.R.  Council  of  Ministers.  The  Regional 
Economic  Council  has  an  industrial  or  administrative  department  for  each 
industry,  and  each  of  these  administrations  has  under  it  the  operating 
enterprises.  In  1961,  the  number  of  Regional  Economic  Councils  was  re- 
duced to  17  and  responsibilities  were  shifted.  Recently  there  has  been 
a re-centralization  into  20  ministries.  The  changes  in  1 95 7 * 1961  and 
1965  show  that  the  Soviet  Union's  managers  have  problems  about  central- 
ization vs.  decentralization  similar  to  those  that  an  American  business 
must  face,  but  their  problems  are  complicated  because  they  are  trying 
to  administer  the  entire  economy. 

The  problems  of  management  are  even  more  acute  in  agriculture.  The 
Soviet  Union  has  two  types  of  farm  organization.  State  farms  (Sovkhozy) 
are  owned  by  the  state  and  account  for  25%  of  production.  Collective 
farms  (Kolkhozy)  work  the  land  owned  by  the  state  under  certain  laws 
and  regulations  governing  their  activity,  division  of  product,  etc. 

Among  the  reasons  for  the  agricultural  lag  is  the  lack  of  incentives  for 
production,  which  is  related  to  the  form  of  organization  and  the  need  for 
better  farm  management 
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Indeed,  one  of  the  striking  developments  in  the  "workers'  state"  is  the 
slow  and  begrudging  recognition  of  the  role  of  management.  Opinions  dif~ 
fer  about  the  emergence  of  a "managerial  class"  in  the  U.S.S.R.,  but  the 
society  has  made  profound  changes  in  the  ideas  about  administration. 
Arguments  about  central ization  and  decentral ization  turn  not  only  on 
improved  efficiency,  but  also  on  power  struggles  with  the  centralized 

bu reaucracy . 

Studies  of  the  "Red  Executive"  indicate  that  he  has  many  responsibilities 
similar  to  those  of  American  executives;  however  there  are  special  charac- 
teristics determined  by  the  system  under  which  he  operates.  He  is  usually 
a college-educated  engineer;  he  usually  has  much  early  experience  directly 
in  production  and  starts  his  career  as  a minor  executive  rather  than  a 
staff  or  technical  man.  The  "Red  Executive"  is  primarily  concerned  with 
production,  with  meeting  schedules  and  with  performance.  Bonuses,  which 
are  a significant  part  of  his  income,  reward  him  fc^r  success;  while 
penalties  are  not  as  severe  as  they  were,  he  can  be  quickly  demoted  or 
fired.  To  meet  production  schedules,  the  director  must  make  use  of  "in- 
fluence" (the  Russians  call  it  biat)  or  the  services  of  a "fixer"  (to]_- 
kach) . While  illegal,  these  indirect  procedures  are  tolerated,  for  they 
help  to  make  planning  work. 

To  appreciate  fully  the  difference  between  formal  government  and  the 
actual  workings  of  the  Soviet  Union,  it  is  necessary  to  keep  sharply  in 
mind  the  nature  and  operation  of  the  Communist  Party.  (pp«  90-92) 

Role  of  Government  and  the  Communist  Party 

To  provide  a quick  introduction  to  the  Soviet  Union,  a brief  description 
was  given  earl ier  of  the  government  in  the  U.S.S.R.,  the  economic  organi- 
zation and  the  Communist  Party.  Now,  with  the  workings  of  the  Soviet 
economic  system  before  us,  we  can  better  appraise  the  role  of  the  govern- 
ment and  particularly  its  domination  and  control  by  the  Party. 

As  described  in  the  Soviet  Constitution,  the  government  appears  to  be 
democratic.  Deputies  are  elected  to  two  bodies  of  the  Supreme  Soviet: 
to  the  Soviet  of  the  Union  according  to  population;  and  to  the  Soviet  of 
Nationalities  according  to  political  units  (Union  Republics,  etc.).  In 
a joint  session,  the  two  chambers  elect  the  Presidium  of  the  Supreme 
Soviet.  Although,  in  appearance,  power  belongs  to  the  people  and  is 
delegated  to  those  at  the  top,  in  real ity  Soviet  1 ife  is  ruled  from  the 
peak  of  the  pyramid  by  the  Communist  Party. 

Is  the  Supreme  Soviet  of  the  U.S.S.R.  only  a mockery  of  democracy?  As  a 
lawmaking  body,  contrasted  with  the  U.  S.  Congress,  it  is  obviously  not 
free  and  democratic.  Yet  the  Supreme  Soviet  serves  certain  ends.  It. 
provides  the  illusion  of  democracy  and  some  far-fetched  promise  that  it 
will  be  real.  The  meetings  give  the  Party  a sounding  board  for  public 
opinion.  Finally,  the  deputies  (mostly  Communists  or  Communist-approved) 
convey  back  to  the  people  the  ideas  and  plans  of  the  Party. 
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Finally,  then,  all  questions  of  real  power  come  back  to  the  toleofthe 
Communist  Party.  This  single  legal  Party,  comprising  about  4/„  of  the 
population,  exercises  firm  direction  over  the  government  and  the  economy^ 

A hiahlv  disciplined  minority,  it  presumes  to  understand  Marxist  doctr  ne 
and  therefore  to  know  what  needs  to  be  done  and  should  be  done  Actually 
there  are  bitter  differences  of  opinions  and  terrifying  struggles  for 
power  within  the  Party,  but  these  differences  are  not  settled  by  publ ,c 
elections  They  take  place  behind  the  scenes  and  have  ranged  fro 
terror  ^‘"palace  revolutions."  These  methods  and  attitudes  about  poll- 
tical  decisions  influence  every  aspect  of  Russian  life. 

Party  power  is  concentrated  in  the  Presidium  but  its  sourcescome  from 
the  hierarchy  of  the  party  reaching  into  every  corner  of  Soviet  society. 

The  Party  has  cells  in  all  of  the  ministries,  in  the  armed  forces,  fac- 
tories, stores,  universities,  and  farms.  Directors  of  enterprises  are 
party  members;  of  course,  the  Council  of  Ministers  and  the  Presidium  of 
the  Supreme  Soviet  are  Communists.  Frequently  national  policy  is  announced 
in  joint  decrees  of  the  Party  and  the  Government  (which,  by  the  way,  is 
not  constitutional),  (pp.  92-95) 


3.  Third  Situation:  Social  Expenditures 

(Student  Materials,  page  685) 

a.  The  extent  of  government's  role  in  economics  may  be 

quantified  to  some  extent  by  an  examination  of  the  social 
expenditures  made  by  government  under  market  and  planned 
economies.  This  third  situation  will  attempt  to  delineate 
the  extent  and  also  the  intent  of  social  expenditures  in 
both  market  and  planned  economies. 


b.  Social  expenditures  may  be  defined  as  those  expenditures 
of  public  funds  made  by  government  for  publ ic  wel fare. 
This  situation  may  be  introduced  by  a class  discussion 
centering  around  the  question:  What  items  do  governments 

buy  for  public  welfare  purposes?  (It  might  be  necessary 
for  the  teacher  to  distinguish  between  "publ ic  welfare 
and  "rel ief  welfare."  Rel ief  welfare  is  only  one  part 
of  the  total  social  expenditure  made  for  the  general  pu 

1 ic  wel fare.) 


The  teacher  may  list  student  responses  the 
After  a dozen  or  so  items  have  been  1 isted,  ask  the  class 
to  scrutinize  them  carefully  asking  the  question:  Do 

each  of  these  items  represent  a social  expenditure  y 
government?  The  test  of  such  a social  expenditure  is  its 
contribution  to  the  general  public  welfare  and  students 
should  be  persuaded  to  give  reasons  for  classifying  the 
thp.v  do* 


item?;  as 


One  such  possible  list  might  include: 


c. 


roads 

missiles 

mosquito  abatement 
smog  control 
garbage  disposal 
educat ion 
health  inspectors 
pensions 

unemployment  compensation 


>me  of  the  items  in  the  previous  list  are  social  expendi- 
4 res  which  are  made  at  the  local  or  state  level  of  9°vern- 
»nt  In  this  situation  we  have  chosen  to  deal  primar  ly 
ith  social  expenditures  at  the  national  level.  Social 
scurity  expenditures  are  representative  of  this  type  o 
Dcial  expenditure  at  the  national  level.  This  does  not 
nclude  items  such  as  education  or  highways,  both  of 
hich  are  part  of  the  overall  social  expenditures  of  the 
ederal  government.  A comparison  of  the  U.  S.  and  eight 
elected  European  countries  may  aid  students  in  real izing 
he  different  degrees  of  Social  Security  expenditures, 
he  following  table  indicates  these  variations: 
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Social  Security  Expenditures  of  Common  Market  Countries,  Sweden,  the 
United  Kingdom,  and  the  United  States,  as  Percent,  of  National  Income,  by 
Major  Types  of  Coverage,  1962 


Country 

Total 

1 OASDI 

S i ckness 
and 

maternity 
i nsurance 

Unem- 

ployment 

insurance 

Work  - 
accident 
insurance 

Fami ly 
a 1 1 ow- 
ances 

Belgium 

13.4 

4.7 

3.6 

1.1 

1 .0 
1.1 

.8 

3.0 

i M 

France 

Germany  (Federal 

13.4 

3.9 

4.1 

0 

4.3 

Republ ic) 

14.4 

8.1 

4.5 

.4 

. b 

Italy 

12.0 

4.7 

2.9 

.6 

.6 

2.9 

Luxembourg 

13.7 

6.3 

3.1 

0 

. 6 

1 .8 
i. 

2.5 
1.7 

1.6 

Netherlands 

12.0 

5.7 

3.6 

.4 

Sweden 

9.2 

5.1 

2.2 

.2 

.2 

United  Kingdom 

10.6 

4.2 

5.1 

.3 

.3 

. 6 

United  States 

4.8 

3.6 

.1 

.7 

.3 

"""  J 

Source:  Paper  No.  7,  European  Social  Security.  Systems  (Washington,  D.  C 

U.  S.  Government  Printing  Office,  1965),  p.  11. 


In  the  Soviet  Union  it  is  difficult  to  separate  social 
expenditures  from  other  collective  expenditures;  how- 
ever, in  the  Soviet  Union  social  expenditures  include 
those  items  listed  in  the  above  table  and  in  addition 
such  expenditures  as — 

complete  government  support  of  universities  and 
technical  schools 

cultural  and  recreational  facilities,  i.e.  theaters, 
vacations,  health  resorts 
complete  support  of  hospital  and  health  services 
supports  of  athletes,  art  ts,  and  writers 

The  teacher  should  point  out  to  the  students  that  the 
government  of  the  U.S.S.R.  spends  proportionately  more 
and  controls  more  in  the  area  of  social  expenditures 
than  the  U.  S.  does. 

d.  The  foregoing  emphasized  the  extent  of  social  expendi- 
tures in  terms  of  Social  Security.  The  intent  of  social 
expenditures  may  be  made  clearer  by  asking  students  to 
respond  to  the  following  questions: 


l01d-age,  Survivors,  and  Disability  Insurance 
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(1)  Why  does  government  rather  than  private  industry 
build  roads,  bridges  and  schools? 

(2)  Why  does  the  federal  government  introduce  such 
things  as  unemployment  insurance,  Social  Security 
pensions  and  Medicare? 

(3)  Some  people  have  suggested  that  the  U.  S.  government 
should  have  nothing  to  do  with  road  building,  school 
construction  or  Social  Security.  !t  has  even  been 
suggested  that  the  Post  Office  might  be  more  ef- 
ficiently managed  (for  a profit)  if  owned  privately. 
What  advantages  and  disadvantages  do  you  see  in 
this  proposal? 

(4)  "The  general  intent  of  social  expenditures  in  the 
United  States  is  to  provide  for  the  general  welfare 
when  private  enterprise  is  unwilling  or  unable  to 
do  so."  How  does  this  statement  of  intent  apply 

to  the  items  we  have  considered  as  social  expendi- 
tures? 

The  discussion  of  these  questions  will  most  likely  il- 
lustrate the  fact  that  decisions  about  the  extent  and 
the  types  of  social  expenditures  will  depend  upon 
influences  other  than  economic  considerations.  Whether 
a government  does  or  does  not  participate  in  social 
expenditures  depends  in  large  measure  on  the  political 
and  philosophical  framework  within  which  the  government 
works.  The  particular  economic  system  - whether  market, 
planned  or  mixed  - will  influence  the  extent  and  intent 
of  social  expenditures.  Generally  speaking,  the  planned 
economies  will  tend  to  increase  the  amount  of  social 
expenditures  and  replace  private  expenditures  while  a 
market  economy  will  tend  to  keep  social  expenditures 
at  a minimum  and  as  a supplement  to  private  expenditures. 

Note:  There  may  be  differences  of  opinion  as  to  the 

"goodness"  or  "badness"  of  these  expenditures,  depending 
on  one's  political  view;  however,  it  is  generally  agreed 
that  they  exist  partly  because  of  a need. 
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THE  COORDINATION  OF  ECONOMIC  ACTIVITY 
Unit  1 8 : Economic  Problems  and  Policies 


Part  I:  Sequenced  Outline 


I.  In  all  of  the  preceding  units,  we  have  been  concerned  with  econom i c 
analysis.  Concepts  were  grouped  into  three  major  categories  and  we 
showed  how  one  concept  unfolds  into  the  next.  Economic  analysis  has 
i tsel f been  treated  as  the  economic  prob I em  (see  comment  i n II  below) • 

In  this  last  unit,  we  shall  discuss  economic  problems  as  they  are  usu- 
ally defined,  e.g.  the  farm  problem.  Such  "problems"  belong  to  the 
coordination  of  economic  activity  ^nd  can  best  be  understood  as  a. 
breakdown  i n economic  coord i nation. 

II.  Economic  analysis  has  been  presented  as  the  problem.  We  have  seen  how 
one  concept  can  be  understood  only  by  reasoning  out  what  it  means,  by 
showing  how  it  is  related  to  the  major  category  in  which  it  is  found, 
how  the  idea  leads  to  the  next  one  by  implication  or  consequence.  Thus, 
the  careful  unfolding  of  definition  and  relatedness  of  economic  concepts, 
economic  reasoning  if  you  will,  has  been  defined  as  the  problem. 

III.  The  purpose  of  this  unit  is  to  show  how  complicated  economic  situations, 
calling  for  policies,  can  be  defined  and  choices  for  action  can  be 
clarified  through  economic  analysis.  We  draw  on  what  we  have  learned 
in  Units  1 through  17  to  help  us  define  large  economic  "problems"  and 
to  suggest  policies  for  meeting  them. 

A.  Examples  of  large,  economic  "problems"  are: 

1.  The  Farm  Problem 

2.  The  Monopoly  Problem 

3.  Insecurity  and  Poverty  Problems 

If.  Economic  Growth 

5.  Economic  Stability 

6.  Labor  Problems 

7.  International  Trade  Problems 

B.  We  will  consider  in  this  unit,  only  three  "problems"— number  I,  2, 

and  3 above. 

1.  Comments  on  the  "problems"  selected  for  treatment  are  given,  in 
Part  II  of  this  unit,  under  Learning  Situations. 


• I 
I 


dM 


■ l r*  In 


rife 


UUttfl 


485 


kaLitiE. 


486 


2.  The  “problems"  chosen  for  this  unit  can  serve  as  models  for  the 
definition  and  analysis  of  the  other  problems  listed  above  and 
still  others  which  could  be  content  for  units  in  the  semester 
following  the  presentation  of  Units  1 through  18. 

C.  An  analysis  of  the  large  "problems"  wi 1 1 make  it  clear  that  such 
"problems"  represent  a breakdown  or  malfunctioning  of  the  institu- 
tions providing  coordination  of  economic  activity.  The  breakdowns 
or  malfunctioning  are  of  two  types: 

1.  imperfections  in  the  operation  of  economic  institutions.  Insti- 
tutions intended  to  coordinate  economic  activity  may  not  be 
serving  effectively  the  stated  goals,  e.g.  imperfect  mobi 1 i ty 
of  the  factors  of  production  will  hinder  the  allocation  of  the 
factors  of  production,  say,  matching  manpower  and  jobs  (see. 

Unit  4,  Allocating  the  Resources,  and  Unit  1 6 , Basic  Economic 
Decisions  in  Market  and  Planned  Economies). 

2.  Conflicts  between  institutions  and  goals.  The  operation  of 
institutions  for  coordinating  economic  activity  may  be  in  con- 
flict with  other  institutions  and  goals. 

a.  Economic:  The  desire  for  large-scale  enterprise  and  possi- 

bly lower  per  unit  costs  may  conflict  with  the  desire  for 

a large  number  of  competitors  as  a form  of  economic  control. 

b.  Political:  National  interest  in  defense  may  conflict  with 

the  freedom  of  producers  and  consumers  to  determine  what 
shall  be  done  with  scarce  resources. 

c.  Social:  The  desire  for  rapid  allocation  of  scarce  resources 

may  be  in  conflict  with  the  social  need  for  stability  of 
the  family.  Families  may  not  want  to  move  to  new  places 

for  work. 

IV.  Now,  how  does  one  recognize,  identify  and  analyze  a large  "problem  ? 

How  does  the  analysis  define  possible  choices  for  policies? 

A.  First,  we  must  determ i ne  that  the  problem  ex i s ts . Economic  analysis 
provideT"”the  concepts  which  enable  one  to  detect  the  problem,  e.g. 
the  definition  of  economic  growth.  One  could  not  know  about  the 
problem  of  an  economy's  growth  without  a definition  of  the  concept 

of  growth. 

B.  Next,  the  probl em  must  be  defined.  The  problem  wi 1 1 look. one  way 
on  the  surface  but  ana  1 vs i wi  1 1 usua  1 1 y mod i f y o£_  f e-def  i ne  the 
problem*!  Is  the  problem  the  existence  of  agricultural  surpluses 

or  is  it  the  breakdown  in  the  market  system  or  governmental  policies 
attempting  to  coordinate  supply  and  demand? 

C . Th i rd , we  mus t d i scover  where  and  to  what  extent  the  coordination 
mechanisms  broke  down.  Since  large  economic  "problems"  are  examples  .. 
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of  malfunctioning  in  coordination,  we  must  be  specific  about  the 
nature  and  degree  of  the  breakdown.  In  an  appraisal  of  social 
security,  one  wants  to  know  the  number  and  circumstances  of  those 
over  65  years  of  age. 

D.  Final! y,  ana  lysis  helps  define  possible  choices  for  policies.  The 
three  preceding  steps  help  to  define  the  problem  but  they  also  sug- 
gest policies.  If,  for  example,  inelasticity  of  demand  is  a major 
factor  in  agricultural  demand,  then  we  know  that  lowering  the  price 
will  not  stimulate  a great  increase  in  purchase  of  agricultural 
products . 

E.  A word  of  caution  about  the  economic  analysis  of  economic  "problems". 
Economic  "problems"  are  never  entirely  economic,  but  economic  anal- 
ysis can  help  to  explore  the  economic  elements  of  the  situation. 

V.  Relation  to  other  disciplines  (illustrations) 

A.  Geography:  A geographical  element  is  present,  directly  or  remotely, 

in  every  economic  "problem",  e.g.  monopoly  may  depend  upon  the 
location  of  resources. 

B.  Sociology:  Social  institutions  and  goals  may  be  in  conflict  with 

economic  ones  (see  III  above)  or  may  serve  to  facilitate  the  oper- 
ation of  economic  institutions,  e.g.  the  acceptance  of  competition 
as  a way  of  life. 

C.  Political  Science:  Political  institutions  and  goals  may  be  in  con- 

flict with  economic  ones  (see  III  above)  or  may  facilitate  the 
operation  of  economic  institutions,  e.g.  the  court's  enforcement 

of  contracts. 

D.  Psychology:  The  definition  and  analysis  of  problems  obviously  has 

many  psychological  elements,  e.g.  conflicts  in  institutions  and  goals 
will  have  parallels  in  the  behavior  in  persons,  for  they  are  the 
human  element  in  the  institutionalized  behavior. 

E.  History:  All  of  the  economic  "problems"  have  histories;  indeed, 

periods  of  history  often  are  dramatized  by  the  prominence  of  one 
economic  "problem"  or  another.  The  ability  to  handle  the  economic 
analysis  of  such  problems  provides  insights  into  history  and  vice 
versa. 
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THE  COORDINATION  OF  ECONOMIC  ACTIVITY 


Unit  18:  Economic  Problems  and  Policies 

Part  II:  Outline  of  Teaching  Suggestions 


I.  Comments  on  the  Content 


A.  Problems  in  teaching  the  concept 

1„  Perhaps  the  major  obstacle  in  teaching  the  concept  of. economic 
"problems"  as  we  defined  it  is  that  the  traditional  view  of  a 
problem  is  so  well  established. 

2.  Traditional  1 v,  a problem  is  presented  as  a rather  elaborate 
description  of  a situation.  Facts,  theories  and  analysis  are 
intermingled.  The  goal  of  the  presentation  seems  to.be  a 
sharpen i nq  of  awareness  but  not  a_  d i sci pi i ned  ana  lysis. 

3.  A discipl ined  analysis  differs  from  awareness  because  it  draws 
upon  aji  organ i zed  body  of  i deas . The  goal  in  handl  ing  a large 
economic  "problem"  then  is  to  make  the  student  appreciate  the 
usefulness  of  analysis  rather  than  merely  the  details  of  a 

s i tuat ion. 

4.  A second,  perhaps  equal,  obstacle,  is  that  we  are  defining. an 
economic  "problem"  as  a breakdown  in  coordination.  This  view 
requires  that  teacher  and  student  have  clearly  in  mind  the  con- 
cept of  coordination  in  order  to  appreciate  the  nature  and  extent 
of  the  breakdown. 

5.  Assuming  that  the  concept  of  coordination  has  been  established 
and  that  an  economic  "problem"  is  viewed  as  a breakdown  in  coor- 
dination, then  the  task  is  to  demonstrate  how  one  draws  upon 
the  analysis  presented  in  Units  1 through  17  to  define  and 
analyze  a "problem". 

B.  The  concept  as  part  of  the  unfolding  structure 

1.  Scarcity:  In  the  discussion  of  scarcity,  we  emphasized  that  in- 

sights follow  from  a careful  definition  and  that  a definition 
becomes  increasingly  clearer.  The  same  apprcac'  is  being  used 
in  defining  and  analyzing  an  economic  "problem".  In  a sense, 

we  are  demonstrating  efficiency  in  the  use  of  reasoning. 

2.  Flows:  The  Gross  National  Product  was  analyzed  by  showing  that 

is  could  be  broken  down  into  either  a two-fold  or  four-fold 
division.  Thus  we  defined  and  analyzed  the  nation's  income  and 
showed  the  difficulties  of  matching  the  flow  of  goods  and  ser- 
vices and  the  flow  of  money  in  a manner  which  is  consistent  with 
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the  definition  of  a "problem"  presented  in  this  unit.  Defini- 
tion helped  us  see  the  "problem"  of  coordination.. 

3.  Coordination:  The  major  objective  of  this  unit,  of  course,  is 

to  make  it  clear  that  large  economic  "problems"  are  essentially 
a breakdown  or  malfunctioning  of  the  institutions  for  coord ina- 
t ion. 

4.  Marginal  analysis:  Marginal  analysis  emphasizes  the  need  to 

be  specific  about  a decision,  e.g.  the  choise  of  using  the  last 
or  marginal  dollar  in  one  direction  or  another.  Since  economic 
analysis  has  been  regarded  as  the  problem,  the  concept  of  mar- 
ginal analysis  illustrates  that  one  should  apply  to  a large 
economic  "problem"  the  disciplined  analysis  which  has  been  used 
in  economic  reasoning. 

5.  Institutions:  Again,  this  unit  has  stressed  that  the  large 

economic  "problem"  may  be  thought  of  as  a breakdown  or  malfunc- 
tioning of  institutions,  either  because  mechanisms  (the  market) 
may  not  serve  goals  or  because  institutions  and  goals  may  be 

in  confl ict. 

II.  Comments  on  the  Learning  Process 

A.  Vocabulary:  The  different  interpretations  of  the  term  "problem" 

are  perhaps  the  major  vocabulary  difficulty  in  this  unit.  We  are 
once  again  facing  the  complication  of  using  a familiar  word  in  a 
special,  technical  sense.  It  may  seem  that  we  could  have  saved  our- 
selves some  confusion  had  we  employed  another  term  than  "problem" 
for  Unit  18,  but  we  wanted  to  stress  the  fact  that  one  should  have 
another  conception  of  what  an  economic  problem  is  than  the  one  which 
i s trad  it ional . 

B.  Mathematical  concepts  and  skills 

1.  The  use  of  the  term  "problem"  offers  similar  difficulties  in 
mathematics.  For  example,  one  could  teach  rate-time-distance 
problems  and  offer  many  examples  of  them.  Such  a treatment  is 
traditional  and  resembles  the  traditional  treatment  of  economic 
problems.  But  if  the  student  is  asked  to  see  the  rate-time- 
distance  problem  as  an  example  of  direct  and  inverse  relation- 
ship of  variables,  he  is  asked  to  define  and  analyze  the  surface 
problem  in  terms  of  a more  fundamental,  disciplined  approach. 

2.  It  has  been  often  pointed  out  in  this  section  that  mathematical 
skills, may  turn  out  to  be  logical  skills.  We  also  stressed 
process  as  a part  of  logical  analysis.  We  are  consistent  then 
when  we  define  an  economic  "problem"  as  a breakdown  in  coordi- 
nation, for  we  are  saying  that  one  must  rely  upon  a logical 
economic  analysis  to  detect,  define  and  analyze  the  "problem". 
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C.  Ability  to  generalize 

1.  Accepting  the  definition  of  an  economic  "problem"  which  we 
have  used,  we  are  suggesting  that  the  student  also  be. able  to 
recognize  the  economic  generalizations  or  analysis  which  he 
has  acquired  in  the  new  and  bigger  economic  "problem"  he  faces. 

2.  The  definition  of  a large  economic  "problem"  as  a breakdown  or 
malfunctioning  of  coordination  is  itself  a generalization,  in 
turn,  it  is  based  upon  the  generalization  that  economic  activity 
needs  to  be  coordinated.  Hence,  the  student's  ability  to  handle 
economic  "problems"  rests  upon  his  previously  established  ability 
to  handle  economic  reasoning. 

D,  Background 

1.  Students  are  thoroughly  aware  that  breakdowns  in  coordination 
can  occur,  e.g.  the  electricity  can  go  off;  they  may  fail  to 
bring  the  proper  books  home  to  study. 

2.  A student,  wishing  to  use  a piece  of  wood  which  must  be  sawed 
in  two,  would  recognize  that  to  define  and  handle  the  problem, 
there  is  a need  to  see  the  problem  in  terms  of  the  tools  avail- 
able. 

Learning  Situations 

A.  From  Teacher  to  Teacher 

Throughout  the  preceding  seventeen  units  we  have  emphasized  the 
idea  of  a smooth,  explicit  transition  from  one  learning  situation  . 
to  the  next  and  from  one  unit  to  the  next  one  in  the  sequence.  This 
unit  bears  the  responsibility  of  providing  an  equally  smooth,  expl i- 
cit  transition  between  the  total  course  and  the  future  educational 
experiences  of  the  students.  The  previous  attempts  to  describe 
economic  concepts  as  part  of  a unified  structure  are  now  given  a 
different  kind  of  meaning  as  this  body  of  economic  understanding 
is  applied  to  problems  facing  a society.  With  some  courses  of  study 
the  last  unit  or  even  the  last  few  units  are  considered  as  extras. 

They  may  be  enrichment  units  or  units  that  are  supplementary  to  the 
main  intent  of  the  course.  Let  us  emphasize  that  this  is  not  the 
case  with  these  materials.  If  the  students  are  to  transfer  their 
understanding  of  economic  concepts  to  social  problems,  they  should 
have  the  opportunity,  within  the  course,  to  learn  the  process  of 

that  transfer. 

Economics  is  a study  of  choices.  We  want  one  thing  more  than  another. 
We  allocate  our  resources  in  one  direction  rather  than  another..  We 
distribute  the  fruits  of  production  one  way  or  another.  Economics 
describes  the  pattern  of  these  choices,  but  it  does  not  fully  explain 
why  we  make  these  choices.  Answering  the  question  "why"  requires 
concepts  from  history,  geography  and  other  social  sciences.  Social 
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problems  are  not  primarily  economic  problems  or  primarily  geographic 
problems  or  primarily  political  problems;  they  are  social  problems 
and  understanding  them  requires  an  integration  of  concepts  from  al 
the  disciplines  that  have  relevance  to  the  problem.  We  can,  how- 
ever, f,how  how  an  understanding  of  economic  concepts  contributes  to 
one's  comprehension  of  a social  problem. 

The  first  and  second  learning  situations  in  this  unit  introduce  the 
process  of  making  an  economic  analysis  of  two  problem  areas.  Some 
non-economic  aspects  of  the  problems  are  indicated  but. not  inten- 
sively discussed.  The  task  in  each  of  the  situations  is  to  use 
economic  analysis  to  define  the  problem  and  to  suggest  choices  for 
policies.  The  third  situation  also  requires  the  student  to  emp  oy 
economic  analysis  in  the  definition  of  the  problem  and  suggesting 
possible  policies,  but  the  analysis  and  suggestion  of  policies  are 
more  sophisticated.  Presented  with  a body.of  facts. related  to  in- 
come distribution  and  economic  insecurity  in  the  United  States,  th 
student  is  asked  to  organize  and  present  the  facts  in  a systematic 

manner. 


B.  Sequenced  Learning  Situations 

1.  First  Situation:  Agricul ture--"Problems" 

Materials,  page  687) 


and  Pol icies  (Student 


a.  The  first  learning  situation  creates  a setting  for  a dis- 
cussion of  the  agricultural  problem  in  the  United  States. 

The  students  may  be  assigned  "Agricultural  Abundance  as  a 
home  exercise  along  with  the  questions  included  in  the 
account. 

b.  The  following  account  will  serve  as  a basis  for  analyzing 
a present-day  problem  with  the  tools  of  economic  analysis 
provided  in  the  previous  units. 

Agricultural  Abundance 

There  is  a lovely  song  to  America  that  refers  to  our  "amber  waves  of  grain," 
and  our  "fruited  plain".  We  respond  to  it  with  nostalgic  pride.  Indeed, 
most  of  us  have  seen  in  the  countryside  field  after  field  of  hearty  crops 
and  livestock,  dotted  with  occasional  barns  and  small  round  storage  bins 
which  upon  closer  inspection  are  securely  locked. 

Let  us  now  unlatch  the  gate  to  some  imaginary  farm  that  might  exist  near 
your  city  or  your  school  so  that  we  might  look  more  closely  at  the  economi 
enterprise  of  farming,  and  evaluate  the  condition  of  American  agriculture. 

A white  picket  fence  surrounds  the  farm  house,  and  as  we  swing  open  its 
gate,  we  remember  that  our  purpose  is  to  see  the  farm  in  terms  of  its  eco- 
nomic role.  To  do  this  we  need  to  have  some  facts.  About  6/0  of  the  em- 
ployed work  on  farms  and  about  3%  of  the  Gross  National  Product  is  spent 
for  the  goods  that  farmers  supply- food  and  the  fibers  for  clothing. 
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Looking  beyond  the  farm  house  that  we  are  visiting,  there  are  tractors  and 
equipment  that  have  made  farming  more  efficient.  The  fields  of  wheat  and 
corn  reflect  the  hearty  hybrid  that  research  has  made  possible.  Crops  are 
taller  and  yields  are  greater  than  ever  before.  This  brings  to  mind  the 
fact  that,  on  the  average,  one  farmer  can  provide  enough  food  to  supply  26 
people!  How  efficient!  What  could  be  more  appropriate  in  our  land  of  in- 
creasing-production and  growth!  This  is  fine  jjF  the  demand  by  consumers 
for  food  is  growing  in  proportion  to  the  supply  produced  by  the  farmer. 

But  it  isn't.  We  don't  need  to  buy  that  much  more  food.  We  are  a well- 
fed  nation,  and  as  incomes  increase,  a smaller  percentage  of  it  goes  for 
food. 

Meanwhile,  the  farmer  has  his  fixed  costs  for  tractors,  barns,  seed,  home, 
and  other  needs.  Whether  his  crop  is  helped  by  fair  weather,  or  destroyed 
by  locusts,  his  costs  of  production  are  relatively  fixed.  His  machines 
make  production  more  efficient  in  the  long  run,  so  the  food  supply  increases. 
However,  consumer  demand  for  food  remains  about  the  same.  What  would  this 
situation  do  to  the  price  of  farm  commodities?  How  would  this  condition 
then  affect  the  allocation  of  resources  that  are  used  to  produce  food  anc 
fiber  in  the  agricultural  sector  of  our  economy? 

Now,  if  you  had  used  your  tools  of  economic  analysis,  you  may  conclude  that 
an  excessive  amount  of  the  factors  of  production  have  been  used  in  agricul^ 
ture  and  would  thus  be  reallocated  to  industry. 

But  look  at  the  facts:  1.  What  percentage  of  our  labor  force  is  engaged  in 

farming?  2.  What  percentage  of  our  Gross  National  Product  goes  for  food 
and  clothing?  3.  How  many  people  can  be  supplied  by  each  farmer? 

Now  ask  yourself:  1.  Is  there  an  economic  problem?  2.  Has  the  market 
place  adjusted  the  resources  used  for  agriculture  by  price  signals?  3.  If 
adjustment  through  the  market  mechanism  had  taken  place,  about  what  percent- 
age of  the  labor  force  would  be  engaged  in  farming? 

Coming  back  to  our  farm  visit,  let's  try  to  see  the  economic  consequences 
of  being  a modern  machine-oriented  efficient  farmer. 

For  example:  1,000  bushels  of  wheat  are  harvested.  The  farmer  wants  to 

see  his  wheat  at  a price  that  will  cover  his  fixed  costs  and  provide  income 
to  maintain  his  standard  of  living.  But  when  he  takes  his  bushels  of  wheat 
to  market,  he  finds  other  farmers  equally  efficient.  How  can  he  compete 
with  them?  Is  his  product  better  than  theirs?  No,  the  product  is  almost 
identical,  so  his  crops  must  be  a part  of  the  total  supply.  The  abundance 
of  supply  drives  the  price  of  wheat  down.  Thus,  without  price  supports, 
the  "poor"  farmer  would  be  real  1v  poor'.  That  is,  his  income  could  be 
appallingly  low.  It  would  be  a crisis!  He  could  leave  this  industry  and 
move  to  the  city  where  his  work  may  provide  a better  income.  But  he  doesn  t. 
You  see,  he  loves  the  wholesomeness  of  rural  living  and  the  satisfaction 
of  working  the  land.  He  does  not  have  or  want  other  skills.  He  probably 
will  stay,  as  many  farmers  have  stayed. 
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What  do  you  think  economic  policy  in  agriculture  should  be?  Use  your  eco- 
nomic reasoning  and  the  facts  you  have  gathered  from  this  account  and  other 
materials.  Then  compare  your  solution  with  policies  that  the  government 
has  tried. 


c.  During  the  class  discussion  of  the  farm  problem  the  teacher 
may  wish  to  focus  attention  upon  the  following  questions: 

(1)  How  do  we  know  that  there  is  a farm  problem? 

(2)  What  is  the  real  nature  of  the  farm  problem? 

(3)  Have  government  policies  aimed  at  the  core  or  merely 
alleviated  the  results? 

(4)  What  other  problems  have  these  policies  created? 

(5)  On  the  basis  of  our  discussion,  what  kind  of  state- 
ment can  be  made  about  the  relationship  of  economic 
analysis  and  economic  policies?  What  is  the  basic 
difference  between  the  two? 

d.  The  following  material  is  included  as  an  aid  to  the  teacher 
for  the  discussion  of  agricultural  problems  and  the  policies 
invoked  to  solve  or  remedy  them. 

The  farm  problem  represents  a breakdown  in  the  ability  of 
the  market  mechanism  to  coordinate  economic  activity.  The 
problem  is  a complex  one  encompassing  much  more  than  eco- 
nomic considerations. 

A story  is  presented  for  students  which  will  provide  an 
introduction  to  the  farm  problem.  Further  research  will 
be  needed  in  order  to  resolve  some  of  the  questions  sug- 
gested in  the  student  materials.  In  order  to  provide  some 
guidance  in  directing  student  activities,  some  basic  facts 
regarding  the  farm  situation  will  be  presented  for  the 
teacher.  It  is  important  to  modify  the  description  of 
governmental  farm  policy  by  watching  current  legislative 
and  Department  of  Agriculture  statements  in  order  to  keep 
up  with  present  conditions.  ' 

Now,  here  are  some  important  guides  to  the  perplexing  prob- 
lems of  agriculture: 

First  of  all,  farm  problems  may  be  divided  into  long-run 
problems  and  short-run  problems. 

The  long-run  problems  are  that  farmers  have  produced  a 
greater  supply  of  food  and  fiber  than  has  been  wanted  or 
demanded  by  consumers.  The  increase  in  supply  has  been 
brought  about  by  improved  technology,  machines,  conservation, 
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hybrids,  breeding  programs,  rotation,  and  fertilizers. 

During  World  War  II,  the  demand  for  food  was  geared  to  a 
wartime  economy.  The  foreign  demand  was  abnormally  high, 
causing  prices  to  rise.  Following  the  war,  the  demand  for 
food  declined  and  prices  fell.  But  lower  prices  did  not 
stimulate  a greater  use,  since  the  demand  is  inelastic. 
Moreover,  the  demand  for  these  products  did  not  rise  in 
proportion  to  the  later  increases  in  buying  power  (income). 
Thus  the  percentage  of  the  Personal  Consumption  Expenditure 
used  for  agricultural  purchases  declined. 

This  situation  of  over-supply  would  cause  prices  to  fall. 

If  the  market  mechanism  were  allowed  to  operate  freely,  the 
fall  in  prices  would  theoretically  cause  the  reallocation 
of  human  resources  (farmers)  into  other  enterprises.  How- 
ever, the  reallocation  has  been  slow  (immobility).  (See 
Unit  4,  Allocating  the  Resources;  and  Unit  16,  Basic  Eco- 
nomic Decisions  in  Market  and  Planned  Economies.)  Farmers 
have  not  left  the  land  for  a variety  of  reasons.  Thus  de- 
clining food  prices  have  caused  a low-income  problem. 

This  description  is  greatly  simplified  for  the  sake  of 
clarity.  But  it  is  difficult  to  ‘'freeze"  a contemporary 
problem  in  a moving,  dynamic  world.  So  here  are  some  of 
the  factors  that  have  affected  the  farm  situation. 

There  is  a disproportionately  high  degree  of  influence  ex- 
erted by  farm  groups  in  the  state  legislatures  and  Congress. 
Groups  such  as  the  Farm  Bureau,  National  Grange,  or  Farmer's 
Union  have  acted  as  though  they  speak  for  aJM  of  the  farmers. 
Actually,  they  tend  to  represent  the  wealthier  farmer  rather 
than  the  marginal  producers  of  the  South  and  West.  Forty- 
four  percent  of  the  farmers  produce  about  ninety  percent 
of  farm  output.  The  relationship  of  the  other  fifty-six 
percent  to  poverty  programs  such  as  Appalachia  reflects  the 
low- income  problem,  but  has  not  been  met  with  effective 
remedies.  The  national  organizations  have  lobbied  for  gov- 
ernment aids  of  various  types  to  intervene  on  behalf  of  the 
farmer.  They  argue  that  agriculture  is  a fundamental  insti- 
tution whose  prosperity  is  essential  to  the  equilibrium  of 
the  total  economy.  They  focus  upon  the  short-run  problems 
of  agriculture  as  well. 

Short-run  problems  stem  from  such  events  as  floods,  droughts, 
insect  damage  in  some  years,  and  bumper  crop  production  in 
other  years.  Thus,  the  farmer  has  limited  production  con- 
trol which  causes  hardships  not  felt  by  other  industries. 

Both  prices  and  incomes  are  unstable  because  of  these  devi- 
ations, and  the  many  competitive,  independent  producers  are 
helpless  in  the  face  of  these  fluctuations.  Farm  interests 
argue  that  they  are  unusally  vulnerable  to  changes  in  sup- 
ply and  demand  because  they  seli  in  markets  that  are 
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relatively  compet i t i ve  while  they  must  purchase  the  factors 
of  production  (machines,  labor,  etc.)  from  less  competitive 
industries. 

The  main  consideration  of  the  farm  groups  has  been  to  raise 
the  levels  of  farm  income,  rather  than  resolve  the  basic 
problem  of  the  mi  sal locat ion  of  resources. 

Extensive  government  intervention  in  agriculture  was  ini- 
tiated in  1933  with  the  passage  of  the  Agricultural  Adjust- 
ment Act.  The  goal  of  this  policy  was  economic  justice 
for  the  farmer.  The  means  chosen  attempted  to  raise  farm 
incomes  by  supporting  farm  prices.  During  the  depression, 
farm  prices  had  declined  more  than  the  prices  of  non-farm 
products.  While  the  producers  of  non-farm  products  had  ad- 
justed more  readily  to  the  change  in  the  value  of  the  dol- 
lar, the  farmers  found  that  their  purchasing  power  as  well 
as  the  size  of  their  incomes  had  declined,  in  short,  the 
real  income  (purchasing  power)  of  farmers  had  declined  rela- 
tive to  the  real  income  of  persons  engaged  in  non-farm  pro- 
duction. The  concept  of  "parity'1  prices  was  introduced  in 
an  attempt  to  redress  this  imbalance.  It  was  thought  that 
if  farm  prices  were  artificially  supported  at  the  same  level 
as  existed  in  some  previous  year  before  the  imbalance,  then 
the  purchasing  power  of  the  farmer's  income  would  be  main- 
tained. 

These  artificial  supports  allowed  the  farmers,  especially 
the  larger  farmers,  to  accumulate  capital  which  they  used 
to  purchase  modern  technological  equipment.  The  use  of  the 
new  equipment  stimulated  a tremendous  increase  in  farm  pro- 
duction. 

These  policies  led  to  the  problem  of  surpluses.  The  govern- 
ment buys  at  support  prices  what  consumers  do  not  demand 
at  a given  price  or  the  farmer  may  store  the  surplus  and 
receive  a government  loan  equal  to  the  value  of  the  crop. 

As  a result,  surpluses  of  farm  products  are  owned  by  the 
government.  These  surpluses  dramatically  illustrate  the 
problem  of  misal locat ion.  Consumers  don't  want  the  product, 
and  the  government  must  pay  the  cost  of  storage. 

Several  solutions  to  the  problem  of  surpluses  have  been  sug- 
gested or  tried.  These  are  possible  debate  questions  for 

classroom  use. 

One  solution  might  be  to  dump  the  surplus  on  foreign  mar-, 
kets.  But  this  would  have  an  effect  upon  world  market  prices 
causing  ill  will  abroad,  as  well  as  at  home,  where  the  price 
is  comparatively  higher. 


0 


497 

Another  solution  has  been  the  Food  for  Peace  Program  which 
is  a type  of  aid  to  underdeveloped  countries,  a program 
which  has  had  some  positive  benefits  in  foreign  relations. 

A third  approach  has  been  domestic  programs  such  as  the 
School  Lunch  Program  and  the  Food  Stamp  Plan.  These  pro- 
grams have  been  beneficial,  but  they  have  not  been  on  a 
scale  large  enough  to  make  much  more  than  a dent  in  a huge 

problem. 

There  is  the  possibility  of  simply  destroying  the  food. 
However,  the  public  resents  such  measures  because  it  is 
wasteful  and  callous  in  relation  to  the  needs  of  hungry 
people  both  at  home  and  abroad. 

Another  solution  has  been  an  attempt  to  restrict  farm  out- 
put. An  example  of  this  governmental  policy  would  be  the 
Soil  Bank  Program  of  1956.  The  government  rents  land  from 
the  farmer  in  order  to  keep  it  out  of  production.  The  idle 
land  may  be  planted  with  a cover  crop  or  timber.  Here  again, 
a seemingly  good  idea  has  not  met  with  much  success.  The 
farmer  retires  his  poorest  land;  he  cultivates  his  other 
fields  more  intensively;  with  the  good  growing  conditions 
that  have  prevailed,  he  continues  to  over-produce. 

Surpluses  may  continue  to  grow.  Policies  to  "solve"  the  . 
farm  problem  are  still  needed.  Students  may  evaluate  policy 
by  further  reading  from  such  sources  as: 

Hathaway,  Dale  E.  Problems  of  Progress  in  the  Agricultural 
Economy.  Chicago,  Illinois:  Scott,  Foresman  £• 

Co.,  1964. 

McConnell,  Campbell  R.  Economics:  Principles,  Problems 

and  Policies.  2nd  ed.  New  York:  McGraw-Hill 

Book  Co.,  Inc.,  1963,  PP-  606-626. 

In  conclusion,  the  fundamental  problem  is  the  misal location 
of  resources  between  agriculture  and  the  rest  of  the  econ- 
omy. 

2.  Second  Situation:  Monolopy  (Student  Material,  page  688) 

a.  The  problem  of  "monopoly"  among  business  firms  is  the  second 
opportunity  for  students  to  apply  the  tools  of  economic  anal 
ysis  both  to  a contemporary  economic  problem  and  to  their 
knowledge  of  American  economic  history. 

b.  The  following  account  will  serve  as  a basis  for  analyzing, 
the  monopoly  problem  with  the  tools  of  analysis  provided  in 
the  previous  units.  The  story  of  the  growth  of  monopoly, 
already  familiar  to  the  students  in  their  history  courses, 
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will  enable  them  to  take  another  look  at  monopoly  and  with 
deeper  insights  contemplate  the  choices  of  policies  with 
regard  to  the  present-day  monopoly  problem. 


So  Big 


Have  you  ever  stopped  to  compare  the  amount  of  goods  and  services  available 
to  you  today  with  the  amount  that  would  have  been  available  a hundred  years 
ago?  There  is  an  enormous  difference,  and  it  all  really  got  started  in  the 
United  States  about  a hundred  years  ago. 

Before  and  after  the  Civil  War,  the  Industrial  Revolution  in  the  United 
States  increased  its  pace.  New  machines  and  tools  led  to  faster  and  more 
mechanized  production.  Local  markets  were  too  limited  for  the  machine. 
Improved  transportation  provided  new  opportunities  for  business.  A firm  in 
the  Midwest  cpuld  sell  its  products  in  San  Francisco  or  New  York.  The 
small  home  workshop  which  relied  upon  careful,  slow,  hand  labor  gave  way 
to  the  factory  and  mass  production  methods. 

You  know  about  the  inventions  of  Eli  Whitney,  Alexander  Graham  Bell,  Thomas 
Edison,  but  there  were  a host  of  others.  There  were  also  those  who  were 
on  the  frontiers  of  business  expansion  because  of  their  industrial  leader- 
ship (e.g.  Henry  Ford)  and  financial  leadership  (e.g.  J.  P.  Morgan  and  John 
D.  Rockefeller.)  Advances  in  technology  and  abundance  of  resources  and 
drive  brought  new  dimension  to  American  life.  But  not  without  its  problems.' 

"Bigness",  as  we  know  it  today,  provides  us  with  the  highest  "standard  of 
living"  in  the  world.  But  let  us  think  about  it.'  How  are  bigness  and 
standard  of  living  related?  What  factors  caused  our  economy  to  grow?  What 
economic  tools  do  we  need  to  analyze  and  measure  our  economic  growth?  How 
do  we  benefit  from  large-scale  enterprise? 

Now,  the  gains  from  large-scale  enterprise  have  to  be  weighed  against  another 
closely  allied  development — the  growth  of  monopoly.  What  prompted  the 
growth  of  monopoly?  There  are  three  major  reasons,  all  of  them  related  to 
each  other,  and  illustrated  from  the  following  diagram: 
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mergers  and  combina- 
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(Control 
of  Market) 


Large-scale  enterprise 
reduces  the  number  of 
compet i tors 


As  the  diagram  indicates,  large-scale  enterprise  may  reduce  the  costsper 
unit,  but  it  may  also  reduce  the  number  of  competitors.  The  corporation 
provided  the  capital  but  also  facilitated  the  growth  of  monopoly.  Now, 
with  this  help,  think  again  of  the  history  of  the  United  States  prior  to 
the  Civil  War  and  afterwards.  Review  the  growth  of  railroads  and  other 
forms  of  transportation,  the  immigration  of  skilled  workers,  and  the  con- 
tinuous uncovering  of  America's  resources.  Remember  that  the  giant  cor- 
porations did  not  suddenly  appear.  They  evolved  frcn  simpler  types  of 
business  organizations,  e.g.  individual  proprietorships  and  partnerships. 

But  for  the  reasons  indicated,  corporations  made  possible  both  large  amounts 
of  capital  and  control  of  the  market.  Finally,  as  it  became  clear  to  the 
American  people  that  they  must  try  to  handle  this  complicated  problem,  the 
economic  role  of  government  with  regard  to  monopoly  increased. 


Drawing  on  illustrations  from  American  History,  let  us  ask 
ourselves  some  important  questions  about  monopoly  in  the 
United  States  and  then  use  these  questions  and  answers  to 
help  us  with  the  analysis  of  monopoly  today  and  possible 
policies  for  handling  the  problem. 

(1)  How  did  we  know  that  the  problem  of  monopoly  existed 
and  that  it  exists  today? 


Cl ues : 


Scarcity  and  the  satisfaction  of  wants. 

Lower  per  unit  costs  and  control  of  quantity  produced. 
Lower  per  unit  costs  and  possibly  higher  monopoly 
prices. 
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(2)  What  is  the  monopoly  problem? 

Cl ues : 

Lower  per  units  costs  from  large-scale  enterprise  in 
conflict  with  monopoly  control  of  the  market.  Limita- 
tion on  the  consumer's  ability  to  influence  the  use  of 
resources . 

Great  power  in  the  hands  of  those  who,  through  monopoly, 
control  the  use  of  resources. 

(3)  Nature  and  extent  of  the  breakdown  of  coordination 
Clues : 

Forces  in  economic  life  which  tend  to  reduce  competi- 
tion. 

Products  that  possibly  could  not  be  produced  as  cheap- 
ly if  we  had  many  small  producers. 

(4)  Policies  for  handling  monopoly 
Clues: 

The  help  from  Units  1 through  17  in  understanding  the 
monopoly  problem. 

The  different  perspective  one  gets  in  studying  American 
History  with  economic  understanding. 

Policies  which  might  have  been  possible  if  people  had 
known  earlier  what  we  now  know  about  economics.  Poli- 
cies of  government  inhibiting  or  promoting  monopoly. 

c.  The  following  material  is  presented  for  the  teacher  as  a 
supplement  and  introduction  to  the  students  materials  pro- 
vided in  story,  "So  Big",  which  is  an  account  of  the  growth 
of  monopoly  in  our  industrialized  and  complex  society. 

In  Unit  16,  the  term  monopoly  was  reserved  for  the  market 
situation  with  a single  supplier.  In  this  unit,  the  term 
is  modified  to  include  monopolistic  competition,  oligopoly 
and  monopoly,  grouped  under  the  general  title  of  "big  busi- 
ness". Big  business,  as  we  saw  in  the  diagram,  is  a tri- 
angular relationship  of  corporate  legal  form,  large-scale 
enterprise  in  production,  and  a substantial  control  of 
market  supply. 

The  conflict  involved  in  evaluating  monopoly  is  that  large- 
scale  enterprise  may  provide  the  benefits  of  mass-production 
and  low  per  item  cost,  while  it  gives  the  private  monopo- 
listic control  of  the  market  both  in  prices  and  quantities. 
The  consumer  may,  thus,  be  deprived  of  his  role  in  influ- 
encing the  allocation  of  resources  by  his  dollar  vote  in 
the  market  place. 
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Arguments  both  "for"  and  "against"  monopoly  will  help  the 
students  to  measure  the  mixed  blessings  of  bigness.  These 
arguments  are  summarized: 

Advantages  of  monopoly 

Large-scale  enterprise  provides  the  economies  of  scale,  e.g. 
mass  production  may  lower  the  cost  per  unit  and  make  more 
goods  available  at  lower  prices. 

Technological  advance  and  innovation  require  the  investment 
of  large  funds  for  research  which  only  big  business  can 
finance. 

Large-scale  business  stabilizes  the  economy  because  invest- 
ment allows  for  long-run  planning  insulated  from  short-run 
business  cycles. 

Some  industries  which  appear  monopolistic  actually  have 
"workable  competition".  That  is,  all  products  are  competing 
for  dollars,  and  the  purchase  of  one  product  (such  as  a new 
TV)  may  substitute  for  another  product  (such  as  a motor- 
cycle). Products,  too,  may  be  substituted  so  that  there  is 
competition  between  plastic,  steel,  and  aluminum  products. 

Business  leaders  feel  a social  responsibility  bolstered  by 
a respect  for  consumer  demands  and  the  reputation  of  their 
product.  They  usually  do  not  wish  to  abuse  their  power  and 
incur  public  resentment  or  government  regulation. 

Judged  on  the  basis  of  performance  rather  than  market  struc- 
ture, big  business  provides  efficient  production,  price  ben- 
efits and  technological  improvements  which  are  enjoyed  by 
the  consumer. 

Disadvantages  of  monopol y 

The  basic  economic  problem  related  to  monopoly  is  again  the 
misa 1 locat ion  of  resources  leading  to  a breakdown  in  the 
coordination  system.  If  a single  producer  controls  the  sup- 
ply of  a given  product  (output),  he  may  withhold  the  pro- 
duct and  increase  the  price.  Thus,  consumer  demand  does 
not  cause  a producer  response  which  would  permit  the  allo- 
cation of  more  resources  to  the  wanted  good.  The  monopo- 
listic producer  also  would  have  more  power  to  determine  the 
prices  he  would  pay  for  the  factors  of  production  because 
he  would  have  no  competitive  producers  who  might  pay  a high- 
er and  more  equitable  price. 

The  monopolist  may  achieve  a profit  reward  which  is  so 
great  that  the  inequality  of  income,  compared  with  the  con- 
tributions of  the  other  factors  of  production,  is  dispropor- 
tionate. 
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Without  the  spur  of  competition  to  improve  and  up-grade 
products  in  response  to  consumer  demand,  the  monopolist 
may  become  inefficient. 

The  monopolistic  enterprise  may  be  able  to  exert  tremendous 
influence  over  governmental  policy  because  of  control  of 
output  and  financial  power.  This,  in  turn,  might  alter  the 
course  of  our  political  as  well  as  economic  institutions., 

Many  corporations  are  larger  than  is  necessary  to  maintain 
mass-production  economies.  This  can  be  shown  in  industries 
where  relatively  smaller  firms  exist  successfully  (e.g. 

Jones  and  Laughtin  Steel  as  compared  with  U.  S.  Steel). 
Medium-sized  firms  could  be  just  as  efficient. 

It  is  possible  for  a monopolistic  firm  to  own  all  of  the 
raw  material  (such  as  de  Beers  owns  the  diamond  mines  of 
Africa)  and  prevent  the  entry  of  new  producers. 

A monopolist  may  put  undue  pressure  on  banks  to  withhold 
credit  from  new  firms. 

The  power  of  a private  business  to  manipulate  output  and 
price  has,  at  various  times,  led  to  the  exploitation  of 
consumers,  workers,  farmers  and  other  groups.  Although  our 
high  standard  of  living  is  largely  due  to  the  yield  of  low- 
cost  mass  production  provided  by  big  business,  it  was  inev- 
itable that  some  regulation  by  government  would  occur,  since 
the  market  place  was  not  making  economic  adjustment  which 
led  to  stability,  fairness  and  growth  (see  Unit  17»  Econo- 
my and  Government). 

Government  Pol  icy 


A major  purpose  of  governmental  intervention  in  business 
has  been  the  maintainance  of  competition.  Our  system  rests 
upon  the  notion  of  free  markets  and  competition.  Monopo- 
listic giants  appear  to  threaten  this  belief.  The  policies 
of  the  government  have  sometimes  promoted  and  sometimes 
restrained  monopoly. 

The  relationship  of  government  end  business  is  enormously 
complex.  Students  may  find  up-to-date  news  items  to  docu- 
ment the  ambivalance  of  government  and  business  toward  one 
another.  But  the  most  striking  fact  is  that  government  and 
business  are  so  overlapping  and  interdependent  that  a price 
rise,  or  a production  increase,  or  some  sudden  economic  ad- 
justment immediately  precipitates  reactions  from  the 
President  and  the  Congress. 
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The  following  charts  summarize  for  the  teacher  some  of  the 
major  landmarks  of  governmental  policy  relative  to  the 
monopoly  problem.  The  teacher  may  wish  to  assign  students 
the  responsibility  of  filling  in  all  or  a portion  of  the 
chart  outline  included  in  the  Student  Materials.  Students 
may  refer  to  a standard  U.  S.  History  text  for  information 
needed  to  complete  the  chart.  Other  specific  aids  include: 

Caves,  Richard.  American  Industry:  Structure,  Conduct,, 

Performance.  New  Jersey:  Prentice-Hall,  1965* 

McConnell,  Campbell  R.  Economics:  Principles,  Problems 

and  Pol icies.  New  York:  McGraw-Hill,  1963. 

Chart  I:  Legislation  Designed  to  Promote  Private  Monopoly  for  Public  Bene- 

fit 


Policy 

Purpose 

Br  i ef 

Def i ni t ion 

Effect 

Patent  Laws, 
1790 

Incentive  to  new 
products,  invention 

Gives  17  years  pro- 
tection to  make  and 
sell  product 

Barrier  to  entry 
of  new  firms;  en- 
cou  rages  monopo 1 y 
by  17  year  protec- 
tion and  entrench- 
ment 

Interstate 
Commerce 
Act,  1887 

Made  railroads  reg- 
ulated monopolies 
for  publ i c benef i t 

Interstate  Commerce 
Commission  regu- 
lates rates,  and 
qual i ty  and  un i - 
formi ty  of  ser- 
vices. (Later  ex- 
tended to  a i r 
transportation, 
electric  power, 
radio  and  TV) 

Protects  "natural 
monopol ies"  such 
as  publ ic  utili- 
ties; where  fixed 
costs  are  high, 
service  is  neces- 
sary to  the  pub- 
lic, and  dupl i ca- 
tion would  be 
wastefu 1 . 

Emergency 
suspens ions 
of  anti- 
trust leg- 
islation 

To  faci 1 i tate 
production 

Met  emergency  eco- 
nomic demands  of 
wars  and  depres- 
s i ons 

Monopoly  power 
enhanced 

TT 


mmmmm 
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Chart  XX:  Legislation  Designed  to  Inhibit  Monopoly  Growth  and  Preserve 

Competition 


Policy 

Purpose 

Brief 

Definition 

Effect 

Sherman 
Anti-Trust 
Act,  1890 

Maintain  competi- 
tion 

Made  monopoly  & 
"restraint  of 
trade"  illegal 

Court  interpreta- 
tions weakened 
enforcement 

Clayton  Act, 
1914 

\ 

Maintain  competi- 
tion 

Clarified  Sherman 
Act,  e.g.  outlawed 
price  discrimina- 
tion 

Slowed  monopoly 
growth,  but  did  not 
restore  competition 

Federal 
Trade  Com- 
mission Act, 
1914 

Prevent  loss  of 
compet i t ion 

Five-man  board 
could  hold  public 
hearings  and  re- 
strain economy 
abuses 

Courts  have  final 
authority,  so  it 
has  become  a 
"watchdog"  agency 

Robi nson- 
Patman  Act , 

1936 

To  prevent  price 
discrimination  in 
favor  of  large 
buyers 

Federal  Trade  Com- 
mission determines 
limits  for  d i s- 
counts  on  quantity 
sales 

Tended  to  stop 
chain  stores  from 
destroying  local 
compet i t ion. 
Reduced  the  vigor 
of  price  competi- 
tion 

Cel ler- 
Kefauver 
Ant i -Merger 
Act,  1950 

To  prevent  mergers 
from  becoming 
monopol ist ic 

This  act  amends 
Section  7 of 
Clayton  Act  re- 
garding monopolis- 
tic mergers.  Put 
"teeth"  in  Clayton 
Act 

Mergers,  which 
lead  to  newly 
merged  firm  con- 
trol ling  15%  of 
market,  have  been 
blocked. 

0 
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Chart  III:  Other  instances  of  Government  Action  Relative  to  the  Monopoly 

Problem 


Policy 

Purpose 

Brief 

Def ini tion 

Effect 

Government 

Defense 

Contracts 

To  provide  for 
national  security 

Business  agreements 
between  U.  S.  Gov- 
ernment and  pri- 
vate industry 

Public  expenditures 
now  account  for  at 
least  20%  of  Gross 
National  Product 

Protect i ve 
Tariffs 

To  protect  U,  S, 
industries  from 
foreign  competi- 
t i on 

Taxes  on  foreign 
imports  which 
raise  prices  and 
give  domestic 
goods  an  advan- 
tage 

Stimulates  domestic 
industries  but 
leads  to  imposition 
of  foreign  tariffs 
on  U.  S.  exports 

Depl et i on 
A1 1 owances , 
Tax  pol icy 

To  provide  in- 
creased funds  for 
research  and  devel- 
opment of  mineral 
resources 

Oil  companies  pro- 
vided with  higher 
depreciation 
al 1 owances 

. Increases  avai la- 
bility of  petrol- 
eum and  other  min- 
eral resources. 
Leads  to  higher 
depreciation  allow- 
ances in  other 
industries 

Standard  Oil 
Trust  Case, 

1911 

To  reduce  the 
monopolistic  con- 
trol of  prices 
and  resources  by 
Standard  Oil  Co. 

Standard  Oil  ex- 
erted a kind  of 
power  that  threat- 
ened our  free  com- 
petitive system. 

Appl i cation  of  ex- 
isting ant i -trust 
legi slation  which 
leads  to  new  anti- 
trust measures. 

Electrical 
Equipment 
Case,  19^1 

To  restrain  pri- 
vate industry  from 
taking  advantage 
of  government 
contracts 

Some  electrical 
companies  joined 
in  secret  agree- 
ments to  fix 
pr i ces . 

Misal location  of 
resources.  Public 
displeasure  at 
misuse  of  monopo- 
listic powers 

3.  Third  Situation:  Poverty  and  Insecurity  (Student  Materials, 

page  695 ) 


a.  Another  example  of  a problem  area  is  that  of  economic  poverty 
and  insecurity.  Once  again  the  stress  is  upon  the  use  of 
the  tools  of  economic  analysis  to  define  the  problem  and  to 
consider  policies  which  are  offered  as  resolutions  of  the 
problem. 

b.  In  this  third  example  of  a problem  area,  a more  formal  pro- 
cess of  investigation  than  was  used  in  the  first  two  examples 
is  illustrated.  There  are  two  equally  important  aspects  of 
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II. 


III. 


IV. 


this  learning  situation.  First,  the  presentation  of  a . 
body  of  facts  related  to  income  distribution  and  economic 
insecurity  in  the  United  States.  Second,  the  process  of 
collecting,  organizing  and  presenting  these  facts  '"aJ=Ys 
telatic  manner?  The  phrase  in  ft. sM^c  fflODSE ■ he 

key  to  understanding  the  main  objective  of  this  lear"'"g 
situation  Many  books  have  been  written  on  the  process  of 
VcTeTfTc  investigation  in  the  socia,  sciences;  imp » -ctiy 
nr  exDlicitly  each  contains  an  outline  of  that  process. 

Se  present  a^mode I not  the  r.odel  of  the  process  Students 
(we  are  alTstudents  in  the  sense  intended  here)  who  become 
involved  with  the  process  of  scientific  invest iga  ion  wi 
probably  develop  their  own  outline  of  the  Pr°““-  ! , 

outline  presented  below  is  a theme  on  which  many  variation 
can  be  written  - it  is  not  a rigid  series  of  steps  to  be 
slavishly  followed. 

One  Model  for  Scientific  Investigation  in  Economics 

Statement  of  the  Problem 

ft.  The  values  held  by  a society  set  the  objectives  of  the  economic 
coordination. 

B ft  full  understanding  of  the  problem  includes  a 

B-  cation  of  the  nature  and  extent  of  the 
In  what  way  does  economic  analysis  neip 
in  coordination? 

Previous  "Solutions"  of  the  Problem 

A.  What  historic  or  contemporary  policies  have  attempted  a resolu- 
tion  of  the  problem? 

B.  What  kinds  of  evidence  lead  you  to  support  or  reject  previous 
pol icies? 

Constructing  New  Alternatives 

A.  What  modifications  in  previous  policies  would  you  suggest? 

B.  Would  you  suggest  an  essentially  new  policy? 

Evaluation  of  New  Alternatives 

A.  What  kinds  of  evidence  will  lead  you  to  support  or  rej'ect  the  new 
al ternat i ves? 

B What  new  measurement  techniques  are  needed  to  test  these  new  alter- 
natives?  (e.g.  perhaps,  existing  collections  of  imorrnat.on  do 
not  vield  the  kinds  of  data  needed  to  test  the  new  alterna  iv  . 
How  would  you  go  about  collecting  the  information  you  need  to  test 

your  hypotheses?) 
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The  discussion  of  the  use  of  this  model  in  the  learning 
situation  will  be  taken  up  in  a moment.  The  situation  may 
be  introduced  by  asking  the  students  what  the  words  poverty 
and  economic  insecurity  mean  to  them.  Ask  them  to  com- 
plete the  statements:  1.  Economic  insecurity  is  . 

2.  Poverty  is  . This  may  lead  to  some  disa- 

greement among  students  about  the  best  definitions.  The 
teacher  should  keep  in  his  mind  the  theme  of  the  discussion 
which  should  be: 

(1)  that  economic  insecurity  is  a more  general  expression 
referring  in  its  fullest  conception  to  all  members  of 
a society  while  poverty  is  more  limited  in  its  scope 
referring  to  a relatively  smaller  segment  of  the  popu- 
lation. 

(2)  that  poverty  is  a relative  term  when  used  to  describe 
several  nations.  The  economic  condition  of  impover- 
ished persons  in  the  United  States  may  even  be  con- 
sidered a condition  of  affluence  in  other  nations. 

(3)  that  since  the  word  poverty  is  open  to  so  many  indi- 
vidual interpretations,  an  analysis  of  the  condition 
of  poverty  requires  a consensus  on  some  objective 
definition. 

The  teacher  may  bring  this  discussion  to  a close  by  giving 
the  definition  of  poverty  used  by  the  President's  Council 
of  Economic  Advisors: 

"As  a rule  of  thumb,  the  Council  considers 
a family  poor  if  it  has  a before- tax  annual 
income  of  $3,000  or  less  at  the  1962  price 
level.  An  individual  living  alone  would  be 
poor  with  $1,500  or  less."^ 

We  suggest  that  the  students  first  engage  in  a study  of  the 
problem  of  poverty  and  later  generalize  what  they  have 
learned  to  the  more  inclusive  problem  of  economic  insecurity. 
The  first  reading  of  the  pamphlet  The  New  Poverty,  published 
by  the  Federal  Reserve  Bank  of  Philadelphia,  should  now  be 
assigned  with  the  question:  What  is  the  poverty  problem  in 

the  United  States? 


^The  New  Poverty.  Series  for  Economic  Education,  published  by  the 
Federal  Reserve  Bank  of  Philadelphia,  September,  1964,  p.  5. 
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The  New  Poverty^ 

When  the  country  was  young,  a man's  standard  of  living  depended  in  large 
measure  on  his  skill,  initiative,  strength  and  wisdom.  With  his  good 
right  arm"  he  wrested  a living  for  himself  and  his  family  from  forest, 
field  and  stream. 

The  attitude  prevailed  that  poverty  was  "God|s  judgment  against  the  unde- 
serving." Poor  people  consoled  themselves  with  the  thought  that  riches 
would  come  if  only  they  made  themselves  more  deserving  - if  only  they  were 
able  to  work  harder  and  develop  more  wisdom.  Although  most  people  were 
poor  and  remained  so,  they  had  hope.  They  also  had  Mother  Nature  to  pro- 
vide them  with  fish  and  game,  free  for  the  taking. 

Then  the  virgin  woodland  was  cut  down  and  in  its  place  sprouted  a thicket 
of  smoking  factories.  Before  long  a man's  standard  of  living  came  to  de- 
pend, not“on1y  on  his  skill,  initiative,  strength  and  wisdom,  but  also  on 
an  incredibly  intricate  mechanism  of  assembly  lines,  offices  and  stores  to 
provide  him  with  the  opportunity  to  work. 

Although  the  American  economy  made  great  strides,  progress  was  not  steady. 

A crisis  occurred  in  the  1930s  and  strong  right  arms  by  the  millions  were 
reduced  to  reaching  for  doles  of  thick  bread  and  thin  soup.  Workers,  who 
had  lost  the  ability  to  achieve  economic  security  by  individual  action, 
sought  it  collectively  through  large  unions  and  strong  governments.  Pro-, 
grams  such  as  Social  Security,  Unemployment  Compensation,  relief. and  public 
welfare  helped  many  escape  the  hobnailed  heel  of  want.  The  continuation 
of  such  governmental  activities  is  thought  by  many  to  be  one  reason  why  we 
have  avoided  major  depressions  and  improved  the  lot  of  the  poor  over  the 
last  20  years. 

Another  reason,  perhaps  more  important,  is  the  technological  revolution 
that  was  nourished  so  effectively  by  World  War  II.  New  methods  and  machines 
have  increased  the  productivity  of  American  workers  tremendously  in  the 
space  of  a few  decades.  Able  to  produce  more,  most  of  us  have  been  able 
to  buy  more  and  the  general  standard  of  living  has  risen  to  a level  that 
our  grandfathers  never  even  dreamed  of. 

Living  With  Change 

It's  ironic,  but  the  technological  revolution  which  opened  the  door  to 
prosperity  for  the  majority,  also  slammed  that  door. tight  shut  in  the  face 
of  a sizeable  minority.  The  essence  of  the  revolution  is  change  - accel- 
erating and  pervasive  change.  Not  only  has  the  way  we  produce  goods  in  our 
factories  undergone  sweeping  change  but  so  has  the  way  we  sell  groceries, 
teach  school,  heal  the  sick,  and  raise  crops,  to  give  but  a few  illustra- 
tions . 


2 Ibid. , entire  pamphlet. 
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As  the  revolution  progressed,  some  workers  were  not  able  to  keep  pace  with 
change.  Maybe  they  were  too  old  or  too  set  in  their  ways,  maybe  they 
ranked  low  in  mentality  or  had  been  denied  an  adequate  education.  For  one 
reason  or  another  they  lacked  the  inherent  flexibility  to  adjust  to  the 
fast  changing  conditions  in  the  labor  market.  As  a result,  the  wave  of 
affluence  began  to  sweep  by  leaving  them  and  their  families  in  eddies  of 
poverty. 

The  Disadvantaged 

The  "new  poverty11  of  the  postwar  period  usually  struck  people  who  were  at 
some  disadvantage.  Negroes,  for  example,  were  especially  hard  hit.  One 
reason  was  that  they  were  afflicted  by  the  disadvantage  of  discrimination, 
which  often  denied  them  the  opportunity  for  a good  education  and  job 
training. 

Another  disadvantage  is  the  lack  of  a male  breadwinner.  According  to  the 
definition  used  by  the  President's  Council  of  Economic  Advisors  (see  below), 
about  50  per  cent  of  broken  families  are  poor  compared  to  20  per  cent  of 
all  families.  The  mother,  who  suddenly  is  forced  to  support  her  family, 
probably  lacks  the  skill  necessary  for  a high  paying  Job  and  she  also  may 
encounter  some  salary  discrimination  against  women. 

One  out  of  every  two  families  headed  by  a person  65  or  older,  is  poor,  as 
defined  by  income  alone.  A major  disadvantage  here  is  being  old  at  a time 
when  employers  seem  to  put  a high  premium  on  youth.  To  make  matters  worse, 
many  people,  now  retired,  were  at  the  peak  of  their  earning  power  during 
the  Depression  and  probably  missed  the  opportunity  to  build  up  a normal 
nest  egg. 

Over  45  per  cent  of  all  farm  families  are  poor.  Among  their  disadvantages 
is  the  rapid  increase  in  agricultural  productivity  which  has  made  it  ex- 
tremely difficult  for  the  small  farm  to  compete  with  the  large  business- 
like endeavor.  Although  many  poor  farmers  have  given  up  and  gone  to  the 
city,  many  others  still  continue  to  eke  out  an  existence  on  a few  barren 
acres. 

About  a third  of  the  people  who  live  in  the  Appalachian  highlands  are  poor. 
One  of  their  principal  disadvantages  is  the  decline  in  mining  employment, 
which  came  about  as  coal  users  changed  to  other  fuels. 

We  do  not  mean  to  give  the  impression  that  ail  the  causes  of  the  new  pov- 
erty are  beyond  the  control  of  the  individual.  (Some  are  racial  discrimi- 
nation, for  instance.)  But  a disadvantage  such  as  inadequate  eduction 
often  is  the  result  of  a voluntary,  if  misguided,  dropout  from  school. 

Many  old  people  may  be  poor  because  they  squandered  large  incomes  unwisely 
in  younger  days.  Others  may  endure  poverty  because,  for  many  understandable 
personal  reasons,  they  find  it  difficult  to  break  deeprooted  ties  to  a 
depressed  town  or  area. 
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The  Quicksand  Effect 

As  the  post-World  War  II  period  progressed,  people  who  sank  in  the  quagmire 
of  poverty  found  it  increasingly  hard  to  get  out.  The  technological  revo- 
lution was  eliminating  many  of  the  manual  jobs  that  once  were  the  first 
rung  on  the  ladder  up  to  comfortable,  middle-class  living.  Those  unskilled 
tasks  that  remained  rated  low  wages  and  low  prestige.  Thus,  it  became 
harder  and  harder  to  escape  poverty. 

The  poor  felt  trapped  by  forces  they  didn't  understand.  No  longer  did  they 
believe  affluence  was  obtainable  if  only  they  worked  harder  and  developed 
more  wisdom.  They  tended  to  become  discouraged  and  demoralized;  they  lost 
the  hope  which  had  made  low  living  standards  more  bearable  for  their  fore- 
fathers. Without  hope,  many  were  unable  to  take  the  first  difficult  steps 
of  self-improvement  that  led  out  of  their  particular  poverty  pocket. 

As  time  went  on  and  the  majority  of  the  nation  enjoyed  its  postwar  pros- 
perity, the  poor  became  increasingly  isolated  from  the  mainstream  of  Amer- 
ican life.  They  led  shadowy  lives  in  the  slums  so  near  but  yet  so  far 
from  the  city's  business  heartland.  They  huddled  in  tarpaper  shacks  over 
the  hill  and  out  of  sight  from  the  turnpike  that  took  happy  suburban  fam- 
ilies to  their  mountain  vacations.  As  Michael  Harrington  said  in  his  book, 
"The  Other  America,"  poverty  existed  in  an  "invisible  land." 

How  Much  Poverty? 

There  is  no  way  in  the  world  to  say  with  certainty  that  one  family  is  poor 
and  another  is  not.  Poverty  is  both  relative  and  subjective.  It  depends 
on  many  things  including  family  size,  age,  assets  held,  climate,  consumer 
price  levels,  the  opportunity  to  grow  food  and  so  on.  A retired  couple 
owning  a small  farm  in  the  South  might  feel  well-to-do  ori  an  income  that 
would  mean  extreme  privation  for  a Philadelphia  family  with  five  small 
chi ldren. 

The  period  in  history  makes  a difference,  too,  because  we  are  constantly 
upgrading  our  definitions  of  poverty.  People  who  are  considered  poor  today 
might  have  qual ified  as  almost-aff 1 uent  50  to  100  years  ago. 

Poverty  means  something  quite  different  in  other  parts  of  the  world.  By 
American  income  standards  75  per  cent  of  all  families  in  England  might  be 
classified  as  poor.  Indeed,  many  nations  in  Africa  and  Asia  would  be  de- 
lighted if  they  could  raise  their  average  standard  of  living  to  that  of 
our  poorest  people. 

Acknowledging  the  difficulties  involved,  the  President's  Council  of  Economic 
Advisors  has  made  an  attempt  to  define  poverty  in  terms  of  monetary  income. 
As  a rule  of  thumb,  the  Council  considers  a family  poor  if  it  has  a before- 
tax annual  income  of  $3,000  or  less,  at  the  1 962  price  level.  An  individual 
living  alone  would  be  poor  with  $1,500  or  less. 
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Using  these  admittedly  imprecise  standards,  about  one-fifth  of  our  popula- 
tion, or  between  33  and  35  million  people,  is  poor  today.  With  adjustment 
for  changes  in  the  cost  of  living,  about  a third  of  the  nation  was  poor  in 

1950. 

Out  of  the  Shadows 

Harrington's  "The  Other  America"  was  published  in  1962,  Since  then  the  new 
poverty,  if  not  the  poor  themselves,  has  become  highly  visible  and,  with 
the  help  of  the  mass  media,  virtually  impossible  to  forget. 

A number  of  factors  combined  in  the  last  year  or  two  to  draw  the  nation's 
attention  to  its  poverty.  Harrington's  book  played  a part  in  the  awakening 
and  so  did  other  books,  articles  and  speeches.  In  addition: 

• Underdeveloped  nations  in  Africa  and  Asia  have  recently  received  in- 
creasing publicity  because  of  their  birth  pains  and  the  heightening 
controversy  over  our  foreign  aid  programs. . Possible  better  knowledge 
of  poverty  abroad  has  caused  us  to  notice  it  more  at  home, 

* Poor  people  are  becoming  a more  important  political  force  as  tradition- 
ally poor  minority  groups  begin  to  flex  their  voting  muscles.  In  addi- 
tion, reapportionment  should  give  urban  slum  dwellers  more  political 
representation,  at  least  in  state  legislatures. 

* Because  of  its  prevalence  among  Negroes,  poverty  is  bound  up  with  the 
civil  rights  issue.  The  spotlight  on  the  latter  undoubtedly  has  helped 
illuminate  the  former  and  vice  versa. 

* As  the  nation  has  grown  more  sophisticated  in  the  matters  of  business 
and  finance,  the  economic  costs  of  poverty  became  more  widely  known. 

Not  only  does  poverty  mean  a waste  of  potentially  productive  human  re- 
sources but  it  places  a heavy  monetary  burden  on  our  various  govern- 
ments. As  a nation,  we  have  long  since  decided  that  we  can't  let  people 
starve,  so  society  undertakes  to  provide  some  sort  of  basic  subsistence 
for  our  poor  people.  Furthermore,  the  country  as  a whole  must  pay  huge 
sums  to  combat  the  unusually  high  rates  of  crime,  disease  and  delin- 
quency that  poverty  breeds. 

• Some  of  the  recent  concern  over  poverty  could  have  been  caused  by  a 
developing  guilty  conscience  on  the  part  of  the  affluent  majority.  In 
the  latter  1950s,  critics  intensified  their  complaints  about  American, 
materialism,  as  epitomized  by  the  automobile  tail  fins  and  other  goodies. 
As  in  prior  periods,  this  criticism  didn't  seem  to  diminish  the  national 
desire  for  material  possessions,  but  it  might  have  sharpened  our  con- 
cern for  the  less  fortunate. 

• Finally,  the  nature  of  the  new  poverty  seems  to  have  attracted  wide- 
spread attention  to  itself,  once  it  was  illuminated.  Thinking  citizens 
have  become  alarmed  at  its  pernicious  effect.  Many  children,  growing 
up  in  the  demoralized  environment  of  our  rural  and  urban  slums,  soon 
abandon  hope  as  their  parents  did  before  them.  This  makes  it  extremely 
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difficult  for  young  people  to  do  what  is  necessary  to  escape  - to  stay 
in  school,  for  instance.  Thus  generation  after  generation  may  be  doomed 
to  live  out  their  lives  in  poverty.  Although  the  physical  health  and 
sartorial  appearance  of  the  poor  has  improved  steadily,  their  mental  at- 
titude seems  to  deteriorate  with  each  turn  of  this  vicious,  self-gen- 
erating cycle.  As  a result,  the  poor  fifth  tends  to  become  a greater 
danger  to  the  confortable  four-fifths  of  the  nation.  Already  the  bitter 
fruits  of  the  new  poverty  are  alarming  Government  officials  and  private 
citizens  alike.  Juvenile  delinquency,  crimes  of  violence,  riots  and 
other  disorders  often  linked  with  poverty  are  on  the  increase.  More 
important  is  the  way  the  poor  might  wield  their  increasing  political 
power.  Are  they  likely  to  continue  to  support  an  economic  and  politi- 
cal system  that  they  feel  gives  them  little  chance,  or  will  they  fall 
for  the  siren  songs  of  those  who  would  destroy  democracy? 

For  reasons  such  as  these,  the  new  poverty  has  attracted  the  attention  and 
concern  of  the  nation.  In  the  space  of  a few  years  it  has  become  a major 
economic,  social  and  political  issue.  Most  people  now  admit  something 
should  be  done  to  combat  poverty  and  all  its  dangerous  side  affects.  They 
agree  with  the  great  physician,  Moses  Ben  Maimon,  who  said  in  the  Twelfth 
Centruy-A.D, ; 

"Anticipate  charity  by  preventing  poverty;  assist  the  reduced 
fellowman,  either  by  a considerable  gift,  or  a sum  of  money,  or 
by  teaching  him  a trade,  or  by  putting  him  in  the  way  of  busi- 
ness, so  that  he  may  earn  an  honest  livelihood,  and  not  be 
forced  to  the  dreadful  alternative  of  holding  out  his  hand  for 
charity. " 

Action  - But  What  Action? 

Some  analysts  hold  that  governmental  "interference"  has  slowed  the  expan- 
sion of  the  private  economy.  Reduce  this  interference,  they  say,  and  the 
economy  will  grow  faster,  thereby  creating  more  jobs  for  the  poor. 

On  the  opposite  side  of  the  fence,  it  is  claimed  that  the  new  poverty  is 
such  a complex  problem  that  only  a strong  central  government  can  cope  with 
it.  This  group  splits  when  it  comes  to  specific  action,  however.  One 
school  believes  that  the  Federal  Government  should  spend  more  or  cut  taxes 
in  order  to  increase  the  overall  demand  for  goods  and  services.  This  extra 
demand,  in  turn,  is  supposed  to  create  new  jobs  for  unemployed  workers. 

The  other  school  says  that  the  real  problem  is  that  modern  technology  has 
eliminated  forever  many  of  the  jobs  for  which  poor  people  can  qualify. 

These  analysts  call  for  more  specific  governmental  action,  aimed  directly 
at  the  causes  of  poverty.  They  believe  Government  should  help  unemployed 
workers  qualify  for  the  jobs  that  are  available.  Included  in  this  category 
are  beefed-up  training  and  retraining  programs,  better  nationwide  informa- 
tion on  job  opportunities,  allowances  for  workers  willing  to  move  to  other 
areas,  an  efficient  system  for  trading-in  used  housing  and  anti-discrimi- 
nation laws.  Although  sometimes  thought  to  be  necessary  palliatives  rather 
than  lasting  cures,  such  programs  as  unemployment  compensation  and  aid  to 
depressed  areas  generally  are  considered  specific  actions. 
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Then  there  are  those  who  advocate  both  government  action  to  increase  over- 
all demand  and  specific  programs  as  well. 

There  is  No  Free  Lunch 

Desirable  as  it  might  be  to  eradicate  poverty  once  and  forever,  all  the 
proposals  commonly  put  forth  involve  heavy  costs  and  serious  risks.  And, 
as  we  indicated  earlier,  so  does  doing  nothing  at  all. 

If  the  nation  decides  that  reducing  governmental  "interference"  is  the 
best  course  of  action,  the  risk  is  that  the  private  economy  may  not  respond 
as  Soperi.  In  fact,  many  experts  believe  that  sharply  reduced  governmental 
spending  could  cause  the  nation  to  crumble  into  a depression  like  the  one 

in  the  early  1930s. 

Federal  Government  spending,  abetted  by  Federal  Resei ^..^‘loVrea Ta  iob 
credit  cheap,  probably  could  pump  up  overa  demand  enoug  to  i create  a job 

for  almost  every  worker,  no  matter  how  unskilled  or. inf lexible.  .Mass've 
federal  purchases  of  munitions  in  World  War  II  required  the  services  of 
virtually  everybody  including  "the  lame,  the  halt,  and  the  bl  "d-  Jh® 
risk,  of  course,  is  that  such  an  infusion  of  demand  today  would  leave  a 
legacy  of  inflation  as  it  did  after  World  War  II.  Inflation  ca"  d's’°®®  e 
the  entire  economy,  hurting  poor  people  in  particular,  because  they  h 
relatively  little  bargaining  strength  in  regard  towages. 

Soecific  governmental  programs,  if  we  1 1 -conceived  and  executed,  might  strike 
effectively  a™he  causes  of  the  New  Poverty.  Their  cost,  however  could 
be  a reduction  of  individual  freedom  and  private  mitiative.  Some  European 
nations  which  have  all  but  eliminated  poverty,  have  found  that  their  pro 
grams^renot  very  effective  if  participation  is  voluntary.  As  the  Harvard 
Business  Review  points  out  ".  . . some  freedoms  may  be  more  important  in  ^ 
the  long  run  than  freedom  from  want  on  the  part  of  every  individual  . . . 


Conclusion 

It  qoes  without  saying  that  a prosperous,  growing  economy  is  essential  to 
the  reduciion  of  poverty.  It  is  clear,  too,  that  in  some  areas  specific 
measures  can  be  helpful.  Indeed,  the  nation  is  already  emitted  to  fu.l 
employment  policies  and  numerous  anti-poverty  programs.  The  next  steps,  if 
any,  depend  on  the  careful  balancing  of  goals  and  risks  by  an  informed 
electorate  and  its  representatives. 


After  the  students  have  read  The  New  Poverty,  the  teacher 
should  initiate  a discussion  on  the  process  of  systemat- 
ically investigating  an  economic  problem.  We. suggest  a 
brief  lecture  in  which  the  teacher  develops  either  the  model 
of  the  process  we  suggested  or  one  of  his  own  design.  We 
have  now  given  the  teacher  a pedagogical  problem.  He  should 
be  well  aware,  that  by  adding  the  theme  of  systematic  obser- 
vation to  the  existing  theme  of  poverty,  he  is  asking  the 
students  to  follow  two  trains  of  thought  simultaneously. 

The  success  of  this  learning  situation  will  depend  on  the 
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teacher’s  skill  in  combining  the  two  themes  into  a har- 
monious synthesis. 

Phase  One 

An  early  phase,  if  not  the  first  phase,  of  any  design  for 
systematic  investigation  will  be  the  statement  of  the  prob- 
lem to  be  studied.  The  major  portion  of  The  New  Poverty  is 
a statement  of  the  problem  of  poverty.  It  gives  a state- 
ment of  the1  pertinent  social  goals  of  our  society  and  it 
points  to  places  where  the  coordination  system  for  reaching 
those  goals  has  broken  down. 

The  first  reading  of  The.  New  Poverty  should  have  given  stu- 
dents an  overview  of  the  problem  of  poverty.  Because  of  its 
simplicity  its  use  is  limited.  Before  we  can  move  to  the 
next  phase  of  systematic  investigation,  therefore,  this  sim- 
plified statement  of  the  problem  must  be  translated  into  the 
more  precise  language  of  the  economic  concepts  studied  pre- 
viously. e.g.  Several  paragraphs  in  The  New  Poverty  are 
used  to  state  the  idea  that  the  immobility  of  a significant 
segment  of  our  human  resources  keeps  us  from  fully  utilizing 
the  potential  capacity  of  this  factor  of  production.  Anoth- 
er group  of  paragraphs  are  used  to  show  that  the  low  income 
levels  of  this  segment  of  the  population  reduces  the  effec- 
tive demand  for  goods  and  services.  Still  another  set  of 
paragraphs  point  out  that  this  reduction  in  effective  demand 
in  turn  hinders  the  economic  growth  necessary  to  create 
enough  jobs  to  more  fully  utilize  the  potential  capacity  of 
these  human  resources.  Finally,  a fourth  group  of  para- 
graphs are  used  to  indicate  the  social  costs  that  stem  from 
an  inefficient  use  of  human  resources. 

By  using  the  above  mentioned  analytical  concepts,  we  can  state 
the  problem  of  poverty  concisely.  This  concise  statement 
allows  us  to  see  the  interrelationships  involved  in  the  prob- 
lem and  provides  a basis  for  evaluating  and  creating  policy. 
The  transition  from  the  first  to  the  second  phase  of  system- 
atic investigation,  therefore,  requires  the  student  to  be 
able  to  state  the  problem  of  poverty  in  terms  that  more  read- 
ily lend  themselves  to  economic  analysis.  The  teacher  should 
demonstrate  with  the  following  paragraph  the  difference  be- 
tween an  analytic  and  a journalistic  statement  of  the  problem. 

The  increasing  elimination  of  the  need  for  certain  kinds  of 
labor  by  the  acceleration  of  technological  change  has  led 
to  a condition  in  which  a significant  number  of  persons  in 
the  U.  S.  are  trapped  by  their  inability  to  adapt  to  the 
rapid  changes.  This  inability  or  unwillingness  to  adapt  to 
change  has  resulted  in  the  immobility  of  a significant  por- 
tion of  our  human  resources.  This  immobility  has  resulted 
In  a lower  income  level  for  the  persons  involved  which  in 
turn  reduces  the  effective  demand  for  goods  and  services. 
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The  resulting  loss  of  effective  demand  retards  economic 
growth  which  in  turn  reduces  the  number  of  new  job  oppor- 
tunities. The  cycle  is  completed  when  one  realizes  that 
the  reduction  in  new  job  opportunities  contributes  to  the 
immobi 1 i ty  of  the  impoverished. 

The  analytical  statement  of  the  problem  given  above  locates 
the  points  where  the  coordination  system  has  broken  down 
and  gives  us  criteria  for  building  and  evaluating  alternate 
policies  aimed  at  a resolution  of  the  problem.  With  this 
frame  of  reference  it  becomes  evident  that  a repair  of  the 
breakdown  requires  a policy  that  will  simultaneously  increase 
the  mobility  of  the  impoverished,  provide  a maximum  of  eco- 
nomic growth  with  a minimum  of  instability  of  prices  and 
wages  and  stimulate  the  creation  of  new  job  opportunities. 

The  journalistic  statement  of  the  problem  in  The  New  Poverty, 
while  serving  as  an  excellent  introduction  to  the  topic, 
did  not  give  us  a set  of  criteria  for  building  and  evaluating 

pol icy. 


Phase  Two 

We  are  now  prepared  to  move  into  the  second  phase  of  our 
systematic  investigation.  Here  we  ask  what  historic  or 
contemporary  policies  have  been  adopted  in  an  attempt  to 
resolve  the  problem.  We  suggest  that  the  students  be  as- 
signed the  task  of  finding  out  through  their  own  search 
what  policies  have  been  tried  or  are  being  tried  as  resolu- 
tions of  the  problem.  A high  school  text  in  United  States 
history  will  usually  prove  to  be  a suitable  source  for  this 
information.  Other  books  such  as: 

Bremner,  Robert  H.  "Poverty  in  Perspective,"  in  Change 

Continuity  in  Twentieth-Century  America.  Ed i ted 
by  John  Braeman,  Robert  H.  Bremner,  and  Everett 
Walters.  Columbus,  Ohio:  The  Ohio  State  Univer- 

sity, 1962,  pp.  263-280. 

. From  the  Depths : The  D i scovery  of.  Poverty  _ijn 

the  United  States.  New  York:  New  York  University 

Press,  1956. 

Gordon,  Margaret  S.  (ed.)  Poverty  in  America.  San  Fran- 
cisco, California:  Chandler  Publishing  Co.,  1965. 

Harrington,  Michael.  The  Other  America:  Poverty  the 

United  States.  Penguin  Special  (paperback).  New 
York:  MacMillan,  1964. 

Schonf ield,  Andrew.  The  Attack  on  World  Poverty.  Vintage 
(paperback),  1962. 
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and  current  issues  of  the  Economic  Report  of  the  President 
and  the  Counci  1 of  Economic  Advisors  and  The  Manpower  Report 
may  be  available  in  local  libraries  and  would  provide  a 
more  extensive  enumeration  and  treatment  of  the  problem. 

An  example  of  the  kind  of  policies  that  the  student  may 
find  are: 

(1)  Old  Age,  Survivors,  and  Disability  Insurance  Act 

(2)  Manpower  Development  and  Training  Act 

(3)  The  Economic  Opportunity  Act 
(A)  The  Area  Redevelopment  Act 

Now  that  policies  have  been  identified  we  must  establish  a 
design  for  evaluating  their  effectiveness.  We  can  divide 
the  policies  that  the  students  have  enumerated  into  two 
groups.  The  first  will  include  "stop  gap"  measures  (e.g. 
unemployment  compensation  and  relief)  which  provide  assis- 
tance to  the  poor  without  changing  the  causes  of  their  im- 
poverishment. The  second  group  will  include  "long  range" 
measures  aimed  at  removing  the  causes  of  poverty.  An  in- 
vestigation of  the  second  group  of  policies  shows  that  even 
though  they  all  aim  at  removing  the  causes  of  poverty  some 
measures  are  more  effective  than  others.  The  evaluation 
of  the  policies  thus  becomes  a judgment  of  their  relative 
effectiveness,  which  in  its  turn  depends  upon  the  kind  of 
evidence  about  effectiveness  which  we  are  willing  to  accept. 
Previously  we  stated  these  criteria  as  the  basis  for  evalu- 
at i ng  pol i cy: 

(1)  Does  the  policy  increase  the  opportunities  for  mobility 
among  the  impoverished? 

(2)  Does  the  policy  help  to  create  new  job  opportunities? 

Take  for  an  example  the  program  recently  initiated  by  the 
Equal  Opportunities  Act.  Although  it  is  too  early  to  make 
a judgment  on  the  effectiveness  of  this  policy,  we  can  make 
a decision  about  the  ki nd  of  evidence  of  effectiveness  that 
each  of  us  will  accept.  Have  the  students  ask  themselves  - 
what  evidence  would  lead  me  to  accept  or  reject  the  Equal 
Opportunities  Act  as  an  effective  measure  in  reducing  the 
problem  of  poverty  in  the  United  States?  The  writing  of 
this  response  may  be  given  as  an  individual  home  assignment 
or  as  individual  class  work. 

An  example  of  a response  that  could  be  considered  as  being 
within  the  rules  of  evidence  is  illustrated  in  the  follow- 
ing instance: 
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If  50,000  persons  with  families  who  had  previously  been 
earning  less  than  $3,000  per  year  took  advantage  of  the 
programs  of  the  Equal  Opportunities  Act  and  20,000  of  them 
are  now  earning  over  $3,000  per  year  and  .50^  of  these 
20,000  persons  have  increased  their  income  by  a 51,000  or 
more,  then,  even  at  the  cost  of  one  mi  1 1 ion  dollars  of  tax 
money,  I would  consider  the  Equal  Opportunities  Act  to  be 
a relatively  effective  measure. 

It  is  extremely  doubtful  that  any  student  will  write  his 
response  in  this  form.  Note  that  we  will  stress  here  the 
form  of  the  response,  not  an  individuals  choice  °f  criteria. 

As  the  teacher  examines  the  above  example  he  should  observe 
that  each  statement  is  defined  operationally.  That  is  to 
say,  each  statement  is  capable  of  being  tested  objectively. 
The  objective  here  is  to  demonstrate  to  students  the  d.f- 
ference  between  an  evaluation  based  on  the  rules  of  evidence 
and  an  evaluation  that  cannot  be  tested. 

Let  us  look  at  a more  typical  response  that  a student  might 
maJke . 

hi  think  that  if  the  programs  of  the  Equal  Opportunities 
Act  help  more  poor  people  to  get  out  of  poverty  the  programs 

are  effect ive.M 

The  teacher  should  guide  the  student  with  the  following  kinds 
of  Questions  to  a more  rigorous  statement: 


(1)  What  is  your  definition  of  poverty? 

(2)  How  many  people  are  "more  poor  people"? 

(3)  How  many  persons  who  participated  in  the  programs  must 
be  helped? 

(4)  How  many  persons  must  "get  out  of  poverty"  because  of 
the  programs  before  you  will  judge  the  programs  to 

be  an  efficient  use  of  tax  money? 


Another  type  of  response  may  be  heavily  loaded  with  bias: 


"I  think  that  all  government 
are  good  because  poor  people 


programs  that  help  poor  people 
need  help  from  the  government." 


Guiding  this  student  to  a more  rigorous  statement  will 
probably  be  more  difficult  that  the  previous  e-ample. 
teacher's  questions  in  this  instance  might  be: 


The 


(1)  What  do  you  mean  by  "poor  people"? 
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(2)  What  do  you  do  when  you  "help"  poor  people?  (Do  you 
"help"  them  by  raising  their  income  $5,  $10,  $100,  or 
$1,000?  Do  you  help  them  just  by  giving  them  hope 
even  if  their  incomes  don't  rise?) 

(3)  What  do  you  mean  by  "good"?  Do  you  mean  the  intentions 
of  the  programs  are  good  or  the  results  of  the  pro- 
grams are  good? 

(4)  What  do  you  mean  by  "the  government"?  Which  one  - 
local,  state,  or  national? 

(5)  Would  you  consider  a program  effective  if  it  spent  a 
million  dollars  of  tax  money  to  raise  the  income  of 
one  family  from  $2,100  to  $3,100? 

With  the  examples  above  we  suggested  that  the  teacher  should 
guide  individual  students  to  a more  rigorous  statement  of 
the  kinds  of  evidence  needed  for  evaluation.  The  sugges- 
tion also  implies  that  the  teanher  will  examine  one  student 
response  at  a time  in  depth.  Possibly  after  one  or  two 
such  examinations  other  members  of  the  class  may  join  the 
teacher  in  the  examination  of  a fellow  student's  response. 

Phases  Three  and  Four 

Up  to  this  point  the  policies  that  we  have  considered  have 
been  concerned  with  changes  in  the  potential  mobility  of 
the  poor.  The  programs  discussed,  if  effective,  have  made 
them  ready  to  move  to  new  jobs.  We  have  not  discussed  the 
complex  question  of  how  the  society  might  initiate  policies 
that  would  create  new  jobs  for  them  to  move  to.  We  were 
measuring  the  effectiveness  of  policies  that  aimed  at  in- 
creasing the  potential  mobility  of  the  poor  by  the  actual 
movement  of  these  persons  into  new  jobs  that  rewarded  them 
with  higher  incomes.  What  if  the  new  jobs  did  not  exist? 
Could  we  have  honestly  measured  the  effectiveness  of  the 
above  programs?  We  would  have  to  preface  the  operational 
statement  of  the  kind  of  evidence  we  are  looking  .or  with 
a statement  such  as:  Given:  a rate  of  economic  growth  that 

would  create  enough  new  jobs  of  the  kind  for  which  the 
people  were  being  prepared  in  the  programs.  We  are  not 
going  to  pursue  this  interrelation  between  potential  mobil- 
ity and  realized  mobility.  It  is  important,  however,  that 
the  students  understand  the  direction  that  an  extent  ion  of 
this  discussion  would  take.  Movement  into  phases  3 and  4 
of  the  outline  of  systematic  investigation  would  require 
the  extention  mentioned  above.  In  addition  to  the  time 
limitation  imposed  on  a semester  course  in  economics  it  must 
also  be  realized  that  movement  into  phases  3 and  4 should 
be  preceded  by  an  understanding  of  several  instances  of 
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breakdown  such  as  the  one  described  in  this  situation. 
Hopefully  the  consequent  curriculum  will  provide  adequate 
opportunities  for  the  application  and  extention  of  the 
analytical  approach  advocated  by  this  cause. 


Prepared 


STUDENT  MATERIALS 

For  The  Study  Of  Economics 
In  The  Ninth  Grade 


by  the  staff  of  the  Social  Studies  Curriculum 
Center  at  the  Ohio  State  University 


July,  1966 


Introduction  to  the  Student  Materials 


In  the  hands  of  man  the  great  forests  of  the  north  are  equally  capable  of 
becoming  decorative  wallpaper  or  the  wrapper  on  a hamburger  or  hot  dog;  the 
coal  of  Pennsylvania  may  become  a source  of  power  in  a factory  or  the  source 
of  sweetness  for  a cup  of  coffee  in  the  form  of  saccharin;  even  the  very  air 
we  breathe  may  be  used  to  produce  steel  in  the  fiery  center  of  a blast  fur- 
nace  or  to  cool  and  air-condition  a skyscraper  on  a sweltering  summer's  day. 
There  is  seemingly  no  end  to  man's  use  of  the  earth  and  its  products  for  his 
own  benefit.  Even  his  fellowman  cannot  escape  being  used  to  satisfy  some 
human  wants.  In  the  past;  slaves  and  servants  have  served  to  satisfy  some- 
one's desires  just  as  teachers  and  dentists  do  today  (however  unwilling  we 
may  be  to  admit  our  need  of  them'.). 

in  order  to  exist  man  must  act,  whether  he  is  using  the  resources  of  the 
earth  or  the  abil  ities  of  his  fellowman  - he  cannot  exist  for  long  without 
eating,  sleeping  and  drinking.  Some  can  exist  on  little,  others  feel  that 
they  need  more  but  all  men  pursue  means  of  earning  a living,  whether  it  be 
by  tracking  and  trapping  wild  animals,  seeking  out  edible  fruits  and  roots 
or  laboring  and  sweating  on  a railroad  crew  in  order  to  buy  a steak,  go  to 
college  or  own  a sports  car. 

All  men  have  certain' wants,  simple  and  complex,  and  because  they  want  and 
desire  these  things  they  have  organized  ways  of  obtaining  them.  This  is 
exactly  what  economics  is  about  and  you  are  involved  in  it  and  have  been  from 
the  moment  of  your  birth.  You  became  involved  in  economics  when  you  began 
to  consume  the  food  that  your  parents  supplied.  You  were  involved  in  economics 
when  you  pleaded  with  your  father  for  a new  baseball  glove  or  a swimming 
suit.  Each  time  you  have  to  make  a decision  on  how  you  will  spend  your  own 
money  or  save  it,  you  are  involved  in  economics.  So  you  see,  what  you  are 
about  to  study  is  not  so  much  a matter  of  becoming  involved  in  economics  - 
you  already  are,  up  to  your  neck.  What  this  course  will  attempt  is  to  give 
you  a clearer  understanding  of  your  involvement  with  economics. 

After  reading  the  dialogue  between  Chuck  and  Dennis  as  an  introduction  to 
our  first  unit,  decide  for  yourself  whether  in  fact  economics  has  any  rela- 
tionship to  a teen-ager  in  20th  century  America. 
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Unit  1:  Definition  of  Scarcity 


I.  First  Situation:  The  Teen-age  World  of  Economics 

A.  The  following  dialogue  attempts  to  describe  the  kind  of  economic 
discussion  ninth  graders  are  involved  in.  Read  it,  correct  it, 
bring  it  up  to  date  as  you  discuss  it  in  class.  We  know  that  you 
talk  about  economics  even  though  you  don't  call  it  economics. 

You  know  better  than  we  do  exactly  how  ninth  graders  talk  about 
their  needs  and  wants. 

Chuck:  Did  you  see  Jim's  new  transistor  radio?  It's  great. 

It  even  has  a plug-in  earphone. 

Dennis:  He  showed  it  to  me  yesterday.  I wouldn't  mind  having 

one,  but  not  for  twenty-six  bucks. 

Chuck:  That's  a lot  of  cash.  I've  got  thirty-two  dollars  saved 

up,  but  my  mom  says  I gotta  use  some  of  it  to  buy  clothes. 

Do  you  have  to  buy  clothes  out  of  your  money? 

Dennis:  Naw,  but  my  pop  always  harps  on  how  much  he  spends  for  my 
clothes  and  stuff  whenever  I try  to  hit  him  for  some  extra 
money . 

Chuck:  What's  the  diff?  I get  the  money  but  I can't  buy  the 

things  I want  with  it.  Mom  says  I need  shoes  and  shirts 

for  school,  so  I tried  talking  her  into  letting  me  get 
a pair  of  loafers  for  four  bucks  and  two  of  those  dollar 
shirts  like  Steve  got  at  Lancers  then  I'd  have  enough  to 
get  the  radio;  but  right  away  she  says  I can't  buy  none 
of  that  cheap  imported  stuff.  She's  trying  to  talk  me 
into  spending  twelve  dollars  for  shoes  and  six  for 
shirts,  if  I buy  a radio  with  what's  left,  all  I can  get 
is  a junky  one  like  Cindy's,  but  if  I save  up  for  a good 
one  she'll  be  after  me  to  buy  socks  or  something. 

Dennis:  I feel  for  you.  Last  month  I wanted  eight  bucks  for  a 

new  hand  brake  for  my  bike  and  my  dad  trots  out  his  big, 
black,  budget  book  and  shows  me  how  much  he  spent  on  me 
that  month.  He  even  included  the  twelve  dollars  for  the 
dentist.  You'd  think  I wanted  those  cavities  filled.  I 
even  tried  the  safety  pitch.  Can't  ride  the  bike  without 
good  brakes,  you  know.  He  told  me  to  walk. 

Chuck:  I know.  The  other  day  my  mom  started  hinting  around  that 

the  dentist  bills  should  come  out  of  my  money. 

Dennis:  I can't  wait  till  I'm  old  enough  to  get  a job  and  spend 

the  money  the  way  I want  to. 


523 


524 


B,  Make  a list  of  ten  things  that  you  want.  Arrange  the  list  in 
order  from  one  to  ten  according  to  things  wanted  most  to  things 
wanted  least.  How  do  you  define  the  difference  between  necessities 
and  luxuries? 


1. 

2. 


3. 


6. 

7. 

8. 


4.  9.  

5.  10.  

II.  Second  Situation:  Goods  and  Services 

A.  In  economic  terms  all  goods  and  services  are  designated  as  goods. 
This  idea  may  be  reinforced  by  the  following: 

1.  We  can  think  of  a doctor  selling  his  services  as  if  they  were 
’■packaged"  as  material  goods. 


one 

two 

appendectomy 

and 

spinal 

x- rays 

2.  a teacher: 


one  year' s 

one  year's 

supply  of 

and 

worth  of 

algebra 

writing  skil  Is 

3.  a pol iceman: 


48  hours 

2 hours 

of 

and 

of 

protection 

traffic  control 
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B.  List  five  things  on  which  you  have  spent  money  during  the  past 
week.  Labei  them  as  either  goods  or  services. 


1. 


2. 

3. 

4. 

5. 


Goods  and  services  can  be  divided  into  subgroups.  These  subgroups 
heip  us  to  reason  about  economic  decisions.  Goods  and  services 
produced  for  direct  use  by  consumers  are  caiied  consumer  goods  and 
services.  Producer  goods  and  services  are  created  because  they  are 
needed  to  produce  other  goods  and  services,  for  exampie:  toois, 

machines,  workers'  ski i is,  etc. 

C.  From  your  knowledge  of  businesses  in  your  community  make  a list 
with  five  examples  of  businesses  that  deal  with  consumer's  goods 
and  another  list  of  five  examples  that  deal  with  producer's  goods. 
Also,  find  one  example  of  a business  that  deals  with  both  con- 
sumer and  producer  goods. 

Businesses  Dealing  in  Businesses  Dealing  in 

Consumer  Goods  or  Services  Producer  Goods  or  Services 

1.  1.  

2.  2.  


3. 


3. 


4. 


4. 


5. 


5. 


A business  that  deals  in  both  producer  and  consumer  goods  and 
services: 


1. 


Suggestion  - Let  your  fingers  do  the  walking  through  the  "yellow 
pages"  of  your  telephone  book  for  ideas  as  to  which  businesses 
deal  with  consumer  goods  and  services  and  which  deal  with  producer 
goods  and  services. 
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III. 


Third  Situation:  Concept  of  Scarcity 

A.  At  noon  on  December  1,  all  activity  in  the  United  States  stops. 
Every  single  individual  in  the  country  fills  out  a form  on  which 
they  list  everything  that  they  want  at  that  time.  At  1:00  P.Mv 
the  forms  are  collected  in  the  post  offices  across  the  land  and 
sent  to  the  U.  S.  Department  of  Commerce.  Business  firms  also 
fill  out  forms  on  December  1 listing  the  quantities  of  all  the 
goods  and  services  available  for  sale  on  that  date  and  these  forms 
are  also  sent  to  the  Department  of  Commerce.  The  data  from  these 
forms  is  fed  into  computers  and  on  January  1 the  Department  of 
Commerce  discloses  that  on  December  1 Americans  wanted  ^00  billion 
dollars  worth  of  goods  and  services  and  that  business  firms  had 
only  300  billion  dollars  worth  of  goods  and  services  available  to 
satisfy  these  wants.  Economists  in  America  rejoiced.  At  last  they 
had  evidence  to  prove  that  total  scarcity  existed.  They  could  now 
say  that  at  any  given  moment  the  total  of  all  the  wants  in  our 
society  is  greater  than  the  total  of  all  the  goods  and  services 
available  to  satisfy  these  wants.  This  could  be  illustrated  as 
f o 1 1 ows : 


Total  of 
al 1 the  wants  of 
society 

> 

Total  of 

all  the  goods  and 
services  available 

The  Department  of  Commerce  has  never  conducted  such  a survey, 
and  it  is  very  unlikely  that  they  ever  will.  An  important  reason 
for  not  conducting  such  a survey  is  that  most  people  want  things 
that  they  have  a reasonable  hope  of  getting.  On  a form  that 
would  ask  people  to  list  the  things  that  they  wanted,  we  could 
never  be  sure  that  people  were  limiting  themselves  to  only  those 
things  which  they  could  reasonably  expect  to  get.  We  could  list 
several  other  objections  to  the  conclusions  of  our  imaginary  sur- 
vey; in  fact,  the  problems  involved  in  proving  the  existence  of 
total  scarcity  are  so  great  that  it  is  doubtful  whether  the  idea 
of  total  scarcity  can  ever  be  proved  in  this  way. 

The  idea  of  total  scarcity,  however,  helps  us  to  explain  a great 
deal  about  the  economic  behavior  of  people  even  though  its  exis- 
tence cannot  be  proved  with  a survey. 

B.  Returning  to  our  imaginary  Department  of  Commerce  Survey,  suppose 
that  they  had  included  the  following  table  of  statistics: 


Table  1 


Imaginary  Survey 
Department  of  Commerce 
December  1,  19XX 


Wants 

Goods  and  Services 

Available 

Item 

Dol 1 ar  Value 

Item 

Dol lar  Value 

1.  60,000  automobiles 

150,000,000 

1.  30,000  automobiles 

75,000,000 

2.  40,000  regular 
TV  sets 

6,000,000 

2.  20,000  regular 
TV  sets 

3,000,000 

3.  30,000  color  TV 

15,000,000 

3.  10,000  color  TV 

5,000,000 

sets  sees 
etc.  etc. 

If  we  let  □ stand  for  10,000  units  of  each  of  the  above  items  we 
can  picture  the  relationship  between  wants  and  goods  and  services 
available  in  the  following  manner: 


Table  2 

Item 

Wants 

G and  S 
Ava i 1 able 

Rat  io 

1.  Automobiles 

i i i i m 

LUJ 

2 to  1 

2.  Standard  TV  sets 

1 1 m 

m 

2 to  1 

3.  Color  TV  sets 

LLU 

□ 

3 to  1 

We  see  in  Table  2 that  the  relationship  between  automobiles  wanted 
and  automobiles  available  (2  to  l)  is  the  same  as  the  relationship 
between  the  number  of  standard  TV  sets  wanted  and  the  number  of 
standard  TV  sets  available  (2  to  l).  Automobiles  and  standard  TV 
sets  are  equally  scarce.  But  the  number  of  color  TV  sets  wanted 
is  three  times  as  great  as  the  number  of  color  TV  sets  available 
(3  to  1).  We  can  therefore  say  that  color  TV  sets  are  relatively 
more  scarce  than  automobiles  or  standard  TV  sets.  The  comparison 
of  the  degree  of  scarcity  of  one  item  (say  automobiles)  with  the 
degree  of  scarcity  of  another  item  (say  color  TV  sets)  is  called 

rel at ive  scare i tv. 

Even  though  we  may  never  be  able  to  discover  the  exact  degree  of 
scarcity  of  automobiles  or  the  exact  difference  between  the 
scarcity  of  automobiles  and  color  television  sets,  it  is  helpful 
for  us  to  realize  that  relative  scarcity,  as  an  idea,  explains 
much  of  society* s economic  behavior. 
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C.  We  wi 1 1 add  the 

following  items 

to  the  "Imaginary  Survey" 

• 

• 

Table  3 

Wants 

Goods  and  Services  Available 

Item 

Dol 1 ar  Value 

Item 

Dol lar  Value 

4.  50,000  bicycles 

1,750,000 

4.  40,000  bicycles 

1,400,000 

5.  4,000  motor  boats 

1,200,000 

5.  1,000  motor  boats 

300,000 

6.  600,000  girls  swim 
su  its 

12,000,000 

6.  400,000  girls  swim 
su  its 

8,000,000 

Complete  Table 
10,000  units  of 

4 below  for  the 
each  item. 

additional  items.  Let  Q stand  for 

Table  4 

Item 

Wants 

G and  S 
Ava i 1 able 

Rat  io 

4.  Bicycles 

5.  Motor  boats 

6.  Girls  swim  suits 

Arrange  the  s i x items  (Tables  2 and  4)  in  terms  of  their  relative 
degrees  of  scarcity.  Make  number  one  the  most  scarce  item. 


1. 


4. 


2. 


5. 


Unit  2: 


Factors  of  Production 


In  Unit  1 we  defined  scarcity  as  that  condition  which  exists  when  man  s 
wants  exceed  the  goods  and  services  available  to  satisfy  them.  One  may. 
ask,  "Why  can't  a society  produce  enough  goods  and  services  to  satisfy  its 
wants?"  The  answer  to  this  question  is  that  the  resources  used  to  make  the 
goods  and  services  are  limited  and  therefore  scarce.  The  economist  calls 
these  resources  the  factors  of  production.  In  everyday  language  we  can  say 
that  these  scarce  factors  of  production  are  all  the  things  that  are  brought 
together  by  man  in  order  to  produce  goods  and  services. 

j.  First  Situation:  What  are  the  Factors  of  Production? 


The  following  account  may  help  you  see  more  clearly  what. the  factors 
of  production  are  by  helping  you  identify  and  then  classify  the  things 
that  go  into  producing  goods  and  services. 

In  a large  American  city  a few  years  ago  the  police  department  converted 
an  abandoned  air  strip  into  a drag  strip  for  the  use  of  teen-agers  who 
wished  to  try  out  their  mechanical  creations.  Not  only  was  the  number  of  . 
automobile  accidents  reduced  but  the  strip  itself  became  a center  of  community 
entertainment  for  young  and  old.  On  any  summer  weekend  hundreds  of  spectators 
flocked  to  the  drag  strip.  It  didn't  take  too  many  hot  even i ngs . to  make  the 
public  drinking  fountain  and  the  sole  "coke"  machine  completely  inadequate 
to  satisfy  the  thirsty  throats  of  the  spectators. 


A couple  of  high  school  students  saw  possibilities  in  this  situation: 
potential  customers  were  just  waiting  to  satisfy  their  thirst  and  hunger 
and  were  apparently  willing  to  pay  for  it. 


When  the  students  approached  one  of  the  parents  for  advice  on  the  possi- 
bility of  setting  up  a snack-bar  he  told  them  that  he'd  be  willing  to  loan 
them  money  to  begin  the  project.  Before  he  did  that,  however,  he  asked  them 
to  draw  up  a list  of  the  things  they'd  need  to  consider  before  they  could 
beqin  satisfying  the  wants  of  the  drag  strip  spectators.  In  other  words  he 
was  asking  them  to  list  what  combination  of  things  would  produce  the  items 
necessary  to  satisfy  the  wants  of  the  crowds. 


II.  Second  Situation:  Human  and  Natural  Resources. 

Now  that  you  have  been  introduced  to  the  economist's  general  terms  for 
the  factors  of  production,  we  can  develop  more  precise  definitions  of 
such  things  as  natural  and  human  resources.  What  makes  a resource  a re- 
source? One  of  our  present  natural  resources  is  uranium.  What  made 
it  a resource?  Is  whale  oil  still  a resource?  These  questions  and  the 
following  imaginary  account  of  how  a useless  substance  became  a resource 
may  give  you  a clearer  idea  of  what  is  involved  when  economists  talk 
about  natural  and  human  resources. 


Before  the  invention  of  substitute  materials,  a black  shale  called  slate 
was  used  exclusively  in  the  production  of  blackboards.  (Many  persons  still 
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prefer  the  natural  slate  blackboards.)  In  the  process  of  quarrying  the 
slate  large  amounts  of  inferior  shale  must  also  be  removed.  Throughout  the 
slate  district  of  eastern  Pennsylvania,  large  piles  of  this  inferior  shale 
dot  the  landscape.  This  useless  shale  is  not  considered  a resource;  in  fact, 
it  is  considered  a nuisance,  a blot  on  the  natural  landscape. 


Now  we  will  imagine  that  a process  is  discovered  by  which  this  useless  shale 
is  changed  into  a fuel.  By  placing  the  shale  under  enormous  pressure  a _ 
liquid  fuel  is  extracted.  This  "fuel  ale",  as  we  will  call  it,  has  certain 
unique  characteristics:  it  is  not  affected  by  changes  in  temperature,  it 

burns  slowly  and  gives  off  ten  times  as  much  energy  per  cubic  centimeter  as 
any  existing  liquid  fuel.  The  cost  of  producing  a barrel  of  fuel  ale  , 
however,  is  thirty  times  as  great  as  any  existing  liquid  fuel. 


As  man  becomes  interested  in  space  travel,  the  need  increases  for  a liquid 
fuel  that  is  not  affected  by  drastic  temperature  changes  and  requires  ess 
storage  space  than  conventional  fuels.  Large  scale  production  of  fuel  a e 
begins.  The  shale  piles  are  fenced  and  multi-million  dollar  processing 

plants  are  erected. 


In  ten  years  the  increased  research  on  fuels  for  space  travel  favor  the  so- 
called  solid  fuels.  Production  of  "fuel  ale"  stops.  The  unused  piles  of 
inferior  shale  still  dot  the  Pennsylvania  landscape.  There  is  talk  about 
a new  use  for  the  shale  piles.  The  shale  could  be  crushed  and  used  to  form 
construction  blocks  for  buildings  in  conjunction  with  the  new  solar  heating 

units. 


1.  Why  is  shale  not  considered  a resource? 

2.  Why  did  "fuel  ale"  fail  to  become  a resource  at  first? 

3.  What  circumstances  led  to  its  becoming  a major  resource? 

4.  What  part  could  human  resources  have  possibly  played  in  making 
shale  a resource? 

5.  Once  a resource  has  been  developed  how  could  it  influence  the 
development  of  human  resources? 

6.  After  you  have  thought  carefully  about  the  above  passage  and  ques- 
tions, write  your  own  definition  of  what  a natural  resource  is. 

7.  Many  times  social  s tudies  textbooks  suggest  that  Paraguay  or  some 
other  unindustrialized  nation  is  relatively  poor  in  natural  resources 
The  students  may  be  assigned  to  write  a paragraph  explaining  the 
meaning  of  this  statement  in  terms  of  the  preceding  definition  of 
natural  resources.  For  example,  students  may  be  asked  to  think  of 
Saudi-Arabia  before  and  after  the  discovery  of  petroleum. 


III.  Third  Situation:  Capital 

A.  The  following  short  story  and  the  accompanying  questions  should 

help  pinpoint  the  role  of  capital  as  one  of  the  factors  of  production 
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in  a short  term  one-man  economy: 

Green  River  Blues 


Keith  wondered  how  on  earth  he  could  have  got  into  such  a fix.  Here  he 
was,  miles  from  civilization  with  faint  chances  of  making  contact  with 
human  beings  for  days  or  perhaps  weeks.  He  sat  down  on  the  damp  sand  and 
gazed  unhappily  at  the  steep  canyon  walls.  What  had  started  as  a canoe 
trip  through  the  rapids  of  Green  River  in  western  Colorado  now  took  on  the 
appearance  of  personal  tragedy  - for  Keith  at  least. 

When  the  canoes  hit  the  last  stretch  of  turbulent  water  Keith  had  managed 
to  guide  his  craft  through  the  first  few  yards  when  suddenly  he  rammed  a 
partly  submerged  log  which  was  running  the  rapids  too.  The  canoe  spun  to 
the  left  and  to  the  right  in  a crazy  pattern  and  in  a second  the  pleasant 
canoe  trip  turned  into  a wild  and  wet  struggle  for  survival  among  the 
swirling  waters  of  Green  River. 

When  Keith's  eyes  became  accustomed  to  the  sand- laden  water  he  saw  his 
canoe  being  tossed  like  a paper  cup  on  the  rocks  on  the  west  side  of  the 
river.  The  remainder  of  the  canoe  party  were  rushing  through  the  half-mile 
stretch  of  rapidly  Moving  water.  Even  if  they  knew  of  his  plight  they  could 
do  little  to  aid  him.  The  next  landing  place  was  many  miles  downstream  where 
a regrouping  had  been  previously  scheduled.  This  was  no  time  for  a planning 
session  though.  The  foaming  waters  pushed  him  against  his  will  and  lodged 
him  between  two  massive  rocks  almost  opposite  the  wrecked  canoe. 

Breathing  short,  hurried  gasps  of  air  he  held  onto  the  smooth  cold  rock. 

It  was  impossible  to  get  to  the  canoe  but  beneath  the  east  wall  of  the 
canyon  at  this  point  there  was  a beach  - a strip  of  land  at  least.  Keith 
hesitated  and  then  acted.  His  only  hope  was  to  make  it  to  the  east  bank. 

The  cold  water  began  to  numb  his  arms  and  legs  but  with  effort  born  of  fear 
and  a last  spurt  of  energy  he  struggled  across  the  narrow  channel  of  swift 
flowing  water  and  clambered  on  to  the  sandy  shore. 

He  was  not  alone  - lizards  scattered  in  all  directions  as  he  made  his  way 
to  a higher  level  - flies  buzzed  around  his  head.  He  saw  in  an  instant 
that  he  couldn't  go  anywhere.  Beyond  the  few  jasmine  bushes  and  willows 
the  canyon  walls  rose  precipitously  to  the  cloudless  sky.  His  hands  clutched 
at  the  damp  sand  and  he  threw  it  vengeful ly  at  the  turbulent  water.  He  be- 
gan to  think  - if  only  he  had  followed  instructions  about  . . oh,  well,  what 
good  was  there  in  worrying  about  what  he  had  or  hadn't  done.  At  least  he 
was  alive  and  he  could  do  something  to  stay  that  way.  He  began  to  survey 
the  situation  and  laid  out  on  the  sand  his  total  possessions:  one  knife, 
some  string,  a small  first  aid  kit  strapped  to  his  belt  and  28$  in  cash. 

Oh  for  a hamburger,  he  thought,  but  quickly  realized  that  hamburger  stands 
are  not  too  common  on  the  isolated  beaches  of  Green  River.  The  28$  was 
worthless  for  the  present. 

A movement  in  the  small  pool  of  water  to  his  left  drew  his  attention.  In 
one  of  the  many  side  pools  formed  by  water  escaping  from  the  main  current 
of  the  Green  as  it  swirled  past  rocks  and  logs,  he  saw  the  fleeting  form  of 
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fish.  His  hunter's  instinct  came  into  play  and  fashioned  a hook  from  one 
of  the  safety  pins  in  the  first  aid  kit.  Baiting  it  with  a crudely  made 
worm  in  the  form  of  a piece  of  band-aid  he  lowered  it  into  the  pool  on  the 
end  of  the  string.  Eventually  he  landed  a fish. 

At  least  he  wouldn't  starve,  he  thought,  and  then  he  said  slowly  to  himself, 
"Flaw  fish!"  The  idea  revolted  him  and  he  cast  about  for  some  alternatives. 
He  needed  fire  but  how  could  he  get  fire.  The  afternoon  sun  had  just  begun 
to  hit  his  side  of  the  canyon  and  he  had  noticed  a coke  bottle  near  the 
water's  edge.  He  smashed  the  bottle  against  a rock  and  using  the  thick 
bottom  began  to  focus  the  sun's  rays  on  the  dry  bark  of  a dead  willow, 
it  was  a tedious  process  but  after  20  or  30  minutes  smoke,  then  flame,  be- 
gan t<~  emerge  from  the  bunch  of  tinder-dry  bark.  Later  he  felt  much  like 
a caveman  as  he  crouched  over  the  small  fire  and  licked  the  last  morsel  of 
fish  from  his  fingers. 

The  sky  was  beginning  to  cloud  over  and  his  thoughts  turned  to  shelter  and 
sleep  for  that  night.  A cooling  breeze  began  to  move  through  the  canyon. 

He  was  really  a caveman,  he  thought,  without  a cave.  Selecting  the  largest 
of  the  rocks  scattered  on  the  higher  level  he  decided  to  use  it  as  one  side 
of  a lean-to.  With  his  knife  he  cut  into  the  willow  stand  and  after  much 
bending  and  pulling  and  hacking  he  managed  to  produce  poles  which  he  used 
as  rafters  for  his  lean-to.  He  covered  them  with  a mixture  of  dry  bark 
and  grass  and  hoped  for  the  best  in  case  of  rain. 

He  kept  the  fire  burning  in  spite  of  the  smoke  the  green  wood  was  producing. 
"Better  to  have  the  smoke,"  he  sputtered,  "than  to  be  eaten  alive  by  gnats." 
Besides,  it  could  lead  to  his  rescue  if  anyone  took  the  trouble  to  look  for 
him.  He  became  depressed  at  that  thought  and  began  to  wonder  if  he  was 
worth  looking  for.  "Anyone  as  stupid  as  I am  deserves  to  be  lost,"  he 
muttered  under  his  breath.  Thoughts  of  how  he  could  be  rescued  crowded 
into  his  mind  until  finally  he  gave  up  and  crawled  into  his  home  and  went 
to  sleep. 

A water  ouzel  seeking  its  first  food  of  the  day  awoke  him  next  morning  with 
its  short,  sharp  cries.  He  stirred  himself  with  difficulty  from  his  hard 
bed  of  sand  and  grass.  Sand  seemed  to  be  everywhere  - in  his  eyes,  nose, 
ears  and  throat.  His  neck  was  raw  with  the  pressure  of  damp  sand  on  the 
life  jacket  he  had  used  as  a pillow.  Staggering  to  the  water's  edge  he 
tried  to  wash  the  sleep  from  his  eyes  and  in  the  process  added  more  sand. 
"Sand  and  water  everywhere  and  not  a bite  to  eat,"  he  thought  as  he  tried 
to  locate  the  canoe. 

It  was  still  held  securely  in  the  grips  of  the  rocks.  In  the  canoe  were 
the  things  he  needed  so  that  he  could  exist  for  a few  days  at  least:  canned 

fruit,  beans,  flour;  a saw,  flashlight,  matches  and  ...  he  stopped  short. 
He  was  wasting  his  time  again.  The  canoe  was  as  worthless  to  him  as  his 
28c.  He  couldn't  make  use  of  things  he  didn't  have  at  his  disposal. 

He  thought  back  on  the  stories  he  had  heard  about  Robinson  Crusoe  and  the 
Swiss  Family  Robinson.  They  had  managed  to  survive  alright  but  they  had 
the  fortune  to  land  on  South  Sea  Islands  with  plenty  of  fruit  and  animal 
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life*  He  didn't  exactly  relish  the  idea  of  roasted  lizard  but  if  . . . 
well,  he  decided  to  wait  and  see  if  the  day  would  bring  rescue. 

In  the  meantime  he  set  about  making  himself  more  comfortable.  A few  old 
wooden  crates  had  been  washed  ashore  and  he  took  them  apart  using  a hand- 
sized rock.  He  straightened  out  the  nails  and  used  the  wood  and  nails  to 
reinforce  the  roof  of  his  lean-to. 

the  fish  in  the  pool  were  still  biting.  This  time  he  cooked  the  fish  by 
wrapping  them  in  layers  of  wet  leaves  (and  the  ever  present  sand.).  ^He 
wondered  how  many  different  ways  he  could  cook  fish  - dry  it,  roast  it, 
boil  it  - no  he  didn't  have  a pot.  He  could  always  preserve  it  by  drying 
it  on  a board  but  that  would  only  be  done  if  he  wasn't  rescued  shortly. 
Rescued  - he  rolled  the  word  on  his  tongue  as  if  it  were  dessert.  How  much 
he'd  appreciate  all  the  things  he  had  grown  accustomed  to  at  home. 

Just  then  he  looked  up  to  see  in  the  distance  a group  of  river  runners 
approaching  the  rapids.  Their  rubber  rafts  fairly  bounced  from  wave  to 
wave.  Keith  rushed  to  the  river's  edge  and  waved  his  hands  wildly.  As 
they  approached  they  spotted  his  canoe  and  then  turned  to  see  him  jumping 
frantically  on  the  shore.  The  leading  raft  was  maneuvered  into  the  channel 
fringing  the  sand  and  Keith  almost  threw  himself  bodily  on  it.  As  he 
recounted  the  happenings  of  the  last  two  days  to  the  expedition  members  he 
was  almost  too  excited  to  talk  distinctly.  One  word  recurred  time  and  time 
again.  A weather-beaten  man  in  the  uniform  of  a Colorado  State  Game  Warden 
looked  suddenly  half  serious.  "Did  you  say  fish?"  "Yes,"  said  Keith,  "I 
caught  them  in  a side  pool."  "I  suppose  you  have  a license  for  fishing, 
the  warden  asked.  Keith  felt  in  his  back  pocket  and  pulled  out  a sodden 
piece  of  paper  - his  fishing  permit.  Yep  - his  fishing  had  been  legal, 
fully  authorized  by  the  State  Game  Commission. 

B.  Questions: 

1.  What  items  in  the  story  were  used  by  Keith  as  real  capital? 

2.  What  goods  were  produced  by  this  real  capital? 

3.  Which  factors  of  production  were  used  by  Keith  to  produce 
the  real  capital? 

Comment:  Real  capital  involves  a cho i ce  between  using  them 

to  (l)  produce  consumer  goods  for  the  direct  use  of  the  con- 
sumer, (2)  develop  producer  goods  used  for  the  production  of 
consumer  goods. 
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4.  Into  which  of  the  above  categories  would  the  following 
items  fall? 


fish-hook 

fish 

coke  bottle 
wi 1 low  poles 
f i rewood 

rock  (used  to  smash  bottle) 

knife 

leaves 

bark 

Comment:  Real  capital  enables  man  to  satisfy  his  wants 

more  efficiently 

5.  How  did  having  a knife  prove  of  value  to  Keith? 

6.  Would  a razor  blade  or  saw  have  been  more  or  less  efficient? 

7.  Would  the  28$  be  considered  capital  in  this  particular 
s i tuat ion? 

IV.  Fourth  Situation:  The  Entrepreneur 

A.  The  role  of  the  ENTREPRENEUR  as  a factor  of  production  may  be  seen 
in  the  following  case  study  of  the  United  States  steel  industry  and 
its  major  entrepreneur  Andrew  Carnegie. 

Steel 


Before  the  1850's  the  only  way  to  produce  steel  was  by  the  costly  crucible 
process.  As  a result,  steel  was  expensive  and  its  uses  limited.  In  the 
1850's  the  discoveries  of  Bessemer  and  Kelly  solved  the  problem  of  carbon 
content,  and  the  result  was  a 2/3  drop  in  steel  prices.  Steel  was  now 
available  for  rails,  structures,  machines,  and  a myriad  of  other  uses. 

Despite  the  discovery  of  the  Bessemer  process,  the  American  steel  industry 
did  not  develop  overnight.  The  techniques  were  new  and  the  risks  were  high. 
The  demand  for  steel  was  there,  but  someone  had  to  be  willing  to  bear  the 
risk,  to  sell  the  steel,  and  to  raise  the  large  amounts  of  necessary  finance 


1 Lance  E.  Davis,  The  Growth  of  Industrial  Enterprise:  1860-1 9.1 4. 
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The  Building  of  the  Industry 

In  Andrew  Carnegie  the  economy  had  such  a person.  Carnegie  was  particu- 
larly well  suited  to  the  task.  His  first  job  had  been  with  the _ 
vania  Railroad  and  he  well  knew  the  railroads'  need  for  along-lived  heavy 
Hutv  rail  Moreover  he  had  maintained  close  relations  with  many  of  the 
headers  of  the  Industry.  More  recently  he  had  been  associated  with  a number 
of  iron  firms  in  the  Pittsburgh  area  and  with  the  Keystone  Bridge  Company, 
from  ?he  ron  f?rms  he  learned  something  of  heavy  metal  production  prob  ems 
ancTV rom  A bridge  company  of  the  potential  market  for  structura  stee 

In  addition  to  his  work  experience,  Carnegie  possessed  yet wJs 
that  wa<!  to  contribute  to  his  success  in  the  new  steel  industry.  He  was 

experienced  in  bringing  together  the  finance  needed  to  nf° 

of  caDital  He  had  launched  both  his  iron  enterprises  and  the  Keystone 
fridge  C^lpany  by  bringing  together  groups  of  strangers  each  w,th  some 
money  to  irvest.  Although  the  steel  mill  was  larger  than  any  of  his  p 
vious  ventures,  the  financial  problem  was  really  t e same. 

In  1872  Carnegie  launched  the  Carnegie  Steel  Corporation.  His  first  mill 
was  the  J E.  Thompson,  and  his  first  product  was  steel  rails.  Grad  y 
he  and  his  partners  expanded  their  operations  to  include  a "ul"ber  "®" 
plants  (some  built,  some  acquired  from  less  successful  owners) 
range  of  steel  products. 

Labor  Problems 

Problems  of  risk  and  capital  acquisition  were  not  the  only  ones  that  faced 

Carnegie.  As  his  firm  grew  (and  as  other  firms  en^e*:ed  borers 

began  to  compete  for  workers)  he  found  that  he  needed  ^d't.onal  laborers 

to  man  the  mills.  Because  of  the  early  technology  of  steel  production  ( 
technology  that  required  two  tons  of  coal  for  every  ton  of  iron  ore)  the 
mUls  were  located  near  the  coal  fields.  As  the  industry  grew  there  were 
Insufficient  workers  in  that  area  to  meet  the  demand  for  labor.  To 
tent  the  new  mills  attempted  to  train  people  who  migrated  from  nearby  ®™*' 
but  this  was  insufficient  to  meet  the  rising  demand  for  steel.  As  r , 
Migrants  from  abroad  (first  Germany  and  then  from  eastern  Europe)  were  in- 
duced  to  come  to  Pittsburgh  to  man  the  blast  furnaces.  Although  i 
oossible  to  determine  exactly  how  many  immigrants  found  emp  oyment  in  the 
^ we  do  know  tKat  the  number  of  foreign-born  in  Pennsylvania  rose  from 
one  in  six  in  1870  to  one  in  four  in  1910.  Moreover,  if  ocal  histories  and 
newspapers  are  to  be  believed,  the  proportion  in  the  steel  towns  must  have 
been  much  higher.  Carnegie  himself  leaned  heavily  on  immigrant  '®b°r 
his  best  mill  manager  (and  later  a partner)  was  Wi 1 1 .am  Borntraeger,  a uerman 
who  Slid  Jot  speak  English  when  he  first  went  to  work  for  Carnegie. 

Compet i t ion 

Althouqh  Carnegie's  remained  the  largest  firm,  others  were  quick  to  imi- 
tate h?s  success.  Within  a few  years  National,  American  and  a host  of 
others  had  bequn  to  produce  steel  by  the  new  process.  Because  of  the  com- 
oeUUve  threat  of  these  new  firms,  Carnegie  could  not  rest  on  his  laurels. 

As  a result  both  Carnegie  and  his  competitors  quickly  innovated  the  open 


536 


. =r  furnace  which  provided  more  control  over  the  steel-making  process. 

few  years  the  Bessemer  furnace  that  had  given  birth  to  the  industry 
“as  .rated  to  a secondary  position.  In  1872,  when  Carnegie  started  .n 

the  steel  industry  had  produced  only  a few  thousand  tons.  By  1887 
p roduct f on^as S almos t 6 million  tons,  and  at  the  turn  of  the  century  output 
had  risen  co  almost  25  million  tons. 

The  Birth  of  U.  S.  Steel 

r„*.  *hP  storv  of  steel  was  not  yet  finished.  The  capital  requirements, 
always  large7  had  increased  with  the  adoption  of  the  open  hearth  techniques. 
Moreover?  Carnegie  and  some  of  the  industry's  other  leaders  saw  that  even 
Ire  financial  Resources  would  be  needed  to  a^uire  iron  and  coal  mines  if 
.L0  f:rmie  source  of  supply  were  to  be  protected.  John  D.  Kockerei ler  nau 
gained  control  of  a large  portion  of  the  Mesabi  iron  range  in  Minnesota  and 
he  showed  ffe  industry  Lvalue  of  its  raw  materials  Carnegie  had  been 

“ hr.  !i  J."ST  KTSsr.!!  . 

x%i!ruu;;r,u;“ir 

mines  Federal  Steel,  American  Steel  and  Wire,  the  Bessemer  Steam  Ship 
Company,  National  Steel,  National  Tube,  AmericanBridgeAmerican^Sheet 
Steel  and  a number  of  lesser  companies.  Thus  the  Un  ted  States  -teei 
Corporation  was  born.  With  this  new  giant  in  the  field,  the  nation  s ° 
pul  of  steet  continued  to  rise  and  by  1920  output  had  reached  60  mil  ion 
tons  Moreover,  by  that  year  new  firms,  including  Bethelehem  and  Inland, 
alLugh  smalt  by  the  standards  of  U.  S.  Steel,  had  risen  to  take  part  of 

the  market  from  the  dominant  firm. 

The  Impact  of  Steel  on  the  Economy 

Nor  does  the  story  end  with  the  steel  firms  themselves.  The  impact  of 
Carneqte  Morgan  and  the  others  was  felt  in  all  parts  of  the  economy.  In 
?860  L’size  of  machines  was  limited  by  the  strength  of  their  wooden  or  cast 
iron  components.  By  1900,  the  day  of  the  wooden  '™ch'"e  Mad  passed.  Th 
were  practically  no  size  limits  on  those  made  of  the  new  steel .The  rail 
roads  of  1860  had  used  iron  rails,  but  these  rails  limited  the  size  of  the 
rolling  stock  to  about  eight  tons  and  wore  out  in  two  or  three  years.  By 
lQO^  the  steel  rails  carried  cars  of  70  tons  and  lasted  up  t y. 

In  almost  every  large  city,  new  high-rise  buildings  were  pushing  their  way 
skyward  As  long  as  the  main  structural  material  had  been  wood,  building 
height  could  not  exceed  five  or  six  stories.  With  steel,  however,  sky- 
scrapers (the  Woolworth  and  Flatiron  buildings,  to  name  two)  of  over  50 

stories  were  built. 

B.  Questions: 


1 


Why  do  you  think  Carnegie  decided  to  manufacture  steel  rails 
rather  than,  say,  paper  clips  or  safety  pins? 
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V. 


2.  What  risk  was  involved  in  his  decision? 

3.  What  change  in  his  decisions  might  have  occurred  if  motor 
vehicles  and  air  transport  planes  had  been  invented  and  de- 
veloped in  1874? 

4.  What  special  personal  skills  aided  Carnegie  in  the  development 
of  his  corporation? 

5.  Carnegie  said  that  he  wanted  his  epitaph  to  read  "Here  1 les  the 
man  who  was  able  to  surround  himself  with  men  far  cleverer  than 
himself."  How  did  this  ability  add  to  his  success? 

6.  What  might  have  been  the  result  if  Carnegie  had  been  unable  to 
use  immigrant  labor?  What  alternative  choices  could  he  have  made 
and  still  succeed  in  developing  his  business? 

7.  Why  was  Carnegie  able  to  acquire  capital  to  finance  his  steel 
company  while  others  failed  to  get  the  necessary  capital 

8.  How  did  Carnegie  as  entrepreneur  "lead,  focus  and  channel  human 
and  physical  resources"  in  the  production  of  steel  rails? 

Fifth  Situation:  Government  as  a Factor  of  Production 

A In  the  previous  learning  situation  we  discussed  the  role  of  the 
entrepreneur  in  bringing  together  natural,  human  and  capital  re- 
sources for  production.  This  production,  however,  does  not  take 
place  in  a vacuum,  it  occurs  in  an  environment  and  certain  < condi- 
tions  must  be  present  before  production  can  take  place.  The  environ- 
ment must  be  fairly  stable.  Some  degree  of  stability  must  exist  be- 
fore the  entrepreneur  will  risk  bringing  human,  natural , and  cap i tal 
resources  together  for  production.  Such  stability  is  aided  by 
government  services  performed  at  the  local,  state,  or  national  leve  . 
There  is  no  general  agreement  about  where  the  services  shorn v.  be 
performed  or  how  extensive  the  services  should  be;  however,  these 
policy  questions  will  be  studied  later.  At  this  point,  we  are  only 
concerned  with  the  minimum  government  services  necessary  for  Pr?_l 
duct  ion. 

B The  role  that  government  should  play  in  the  economy  is  still  being 
' debated.  Some  economists  do  not  consider  government  services  as  a 
factor  of  production.  Studies  of  the  emerging  nations  of  Asia, 

Africa  and  South  America,  however,  highlight  certain  government 
services  as  factors  necessary  for  production.  Four  areas  of  govern- 
ment services  stand  out  clearly  in  this  connection:  1.  the  provision 

and  protection  of  transportation  routes,  2.  the  provision  and  super- 
vision  of  the  money  supply,  3.  the  laws  defining  and  enforcing  con- 
tracts, 4.  the  protection  and  definition  of  property. 

To  help  us  see  the  role  of  government  as  a factor  of  production, 
let  us  imagine  what  would  happen  if  all  of  these  basic  governmental 
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services  were  eliminated.  We  will  write  the  first  part  of  this 
tale  and  let  you  complete  the  story. 


Nihilos  Against  the  World 


About  ninety-eight  million  miles  away  from  the  star  known  to  earthmen  as 
Proxima  Centuri  exists  a small  planet  called  Nihilos.  The  i nhab i tants  of 
Nihilos  have  been  successful,  however,  in  keeping  their  existence  a secret 
from  the  prying  eyes  and  ears  of  earth's  optical  and  radio  telescopes  by 
shielding  themselves  with  a hydrogen  emission  barrier.  Earthmen  assume  that 
the  "noise"  they  pick  up  on  their  radio  telescopes  comes  from  a highly  con- 
tracted,  dying  star;  what  they  call  a black  dwarf. 

The  atmosphere  of  Nihilos  is  very  similar  to  Earth^s  atmosphere;  but,  since 
Nihilos  is  a greater  distance  from  her  sun,  evolution  has  occurred  more 
rapidly  than  on  Earth.  In  short,  Nihilosians  need  a new  home.  They  have 
more  effective  weapons  than  earthmen  possess  but  they  cannot  use  them  for 
fear  of  permanently  destroying  the  Earth's  atmosphere  and  environment  The 
Grand  Council  of  Nihilos  decided  on  a strategy  that  would  make  earthmen  de- 
fenseless against  even  such  conventional  weapons  as  guns  and  tanks. 

Hypnosis  was  the  key  to  the  strategy.  While  earthmen  were  concentrating  ‘he,r 
equipment  on  one  of  their  moon  shots,  five  sma  1 space  craft  each 2, th 
three  Nihilosians  landed  at  five  different  secluded  areas  on  the  Earth  With 
the  aid  of  a device  known  as  a Synaptron,  they  were  able  to  lock  in  certain 
thought  patterns  in  the  minds  of  earthmen  whom  they  chose  as  s"kjects--may  e 
we  should  say  victims.  Each  earthmen,  thus  synaptrized,  was  able  to  tr  ns- 
fer  his  thoughts  into  the  minds  of  every  human  being  he  came  in  contact  with. 
The  plan  which  the  Nihilosians  programmed  into  the  minds  of  the  unsuspecting 
earthmen  called  for  the  creation  of  an  anti-government  party.  Thls  P®!^ 
called  for  a step  by  step  elimination  of  all  government  services.  Katner 
than  become  involved  with  the  usual  earth  arguments  over  what  government 
should  or  should  not  do,  they  struck  at  the  very  heart  of  all  goveinments. 

The  famous  "Four  Steps"  were: 


1.  All  building,  maintenance,  and  protection  of  roads,  railroads,  harbors 
and  air  strips  by  government  must  stop. 

2.  All  government  control  and  regulation  of  the  money  supply  must  end. 

3.  All  laws  defining  and  enforcing  contracts  must  be  repealed. 

4.  All  laws  defining  and  protecting  property  must  be  repealed. 


Although  the  anti-government  party  came  into  control  in. every  country  of  the 
world,  the  records  for  the  United  States  give  the  most  i nterest ' ng  ■ account 
of  the  step  by  step  disintegration  and  the  eventual  take-over  by  the  Nihilo- 

s ians. 


In  July  1976,  just  three  months  after 
ment  Party  publication,  D.  E.  Stroy, 
All  local  and  state  governments  were 


the  printing  of  the  first  Anti-Govern- 
their  leader,  was  in  the  White  House, 
already  abolished,  the  former  president 
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was  impeached  and  found  guilty,  Congress  had  voted  itself  out  of  existence 
and  D.  E.  Stroy  had  won  a unanimous  election  with  the  promise  to  enact  the 
"Four  Steps."  A small  group  of  "hard  heads"  were  immune  to  the  Synaptron. 
They  put  up  an  insignificant  resistance  and  were  soon  rounded  up  and  shot. 

As  the  "First  Step"  was  put  into  operation  a scramble  took  place  among 
private  individuals  to  buy  up  roads,  harbors  and  maintenance  equipment. 

Toll  gates  were  erected  along  all  major  roads,  sometimes  as  many  as  twenty- 
five  in  a hundred  mile  stretch  of  road.  The  rates  varied  enormously,  but 
the  average  cost  of  travelling  a hundred  miles  was  $18.00.  Trucking  com- 
panies bought  large  stretches  of  roadway.  In  some  cases  these  companies 
refused  to  allow  competing  trucking  companies  to  use  their  roads  and  in  all 
industries  that  required  extensive  transportation  of  raw  materials  or  finish- 
ed products,  the  price  of  the  products  skyrocketed.  Because  of  these  trans- 
portation difficulties,  the  total  production  of  the  country  was  drastically 
reduced,  but  the  citizens  were  thoroughly  synaptrized  and  the  following  year 
the  "Second  Step"  was  taken. 

The  "Second  Step"  called  for  the  elimination  of  all  government  control  and 
regulation  of  the  money  supply.  D.  E.  Stroy  closed  all  the  Federal  Reserve 
Banks  and  sold  all  the  gold  at  Fort  Knox  to  private  individuals.  Every  com- 
mercial bank  started  printing  its  own  money. 

What  effect  would  this  have  on  production?  Using  your  imagination,  complete 
the  story. 

VI.  Sixth  Situation:  Combining  the  factors  of  production 

Each  of  the  five  factors  of  production  have  been  dealt  with  separately 
for  convenience  sake  in  explaining  what  they  are.  It  is  important  to 
remember,  however,  that  they  are  interrelated  in  the  actual  production 
of  the  goods  and  services  man  wants.  In  this  assignment  you  are  asked 
to  describe  a local  product  or  business  and  the  way  in  which  it  uses  the 
five  basic  factors  of  production.  For  instance,  you  could  get  informa- 
tion by  interviewing  the  owner  or  manager  of  a local  bakery,  dairy,  gas 
station,  lumber  yard,  etc.  A short  sketch  of  when  the  business  was  estab 
lished  and  why  it  was  established  could  be  followed  by  your  account  of 
how  natural  resources,  human  resources,  etc.,  play  their  role  in  the 
bus i ness . 

Can  you  find  any  examples  of  businessess  which  failed  or  are  having  a 
difficult  time  surviving  because  of  a lack  of  one  or  more  of  the  factors 

of  production? 


Unit  3:  What  to  Produce 


In  Unit  2 you  were  introduced  to  the  idea  that  man  attempts  to  satisfy  his 
wants  and  needs  by  making  use  of  the  factors  of  production.  Because  of 
scarcity  he  can  never  fully  satisfy  all  his  wants  and  needs  and  so  must 
decide  which  ones  are  most  important.  In  this  unit  we  shall  investigate 
some  of  the  economic  elements  involved  in  this  decision-making  process. 

I.  Fi rst  Situat ion: 

A.  This  situation  will  attempt  to  involve  you  in  making  the  decision 
about  what  the  imaginary  community  of  Preston  will  produce. 

This  community  will  be  limited  for  ease  of  calculation  to  one 
hundred  persons,  and  their  wants  to  five  rather  than  the  thousands 
which  are  present  in  a real  community.  The  community  is  situated 
in  an  advanced  industrial  country.  For  sake  of  our  analysis  we 
will  suppose  that  the  residents  are  able  to  produce  automobiles, 
houses,  refrigerators,  television  sets,  and  food  within  the 
commun i ty. 

To  produce  these  items  the  community  will  need  factors  of  produc- 
tion in  varying  amounts  so  our  community  will  start  off  with 
varying  piles  of  the  factors  of  production.  To  prevent  the  con- 
fusion which  might  arise  if  these  factors  were  valued  in  terms  of 
dollars,  tons,  bushels,  degrees  of  skill,  etc.,  we  will  simply 
refer  to  the  factors  as  so  many  units  of  natural  resources,  human 
resources,  capital,  entrepreneurial  skill  and  government  service. 
Your  involvement  in  the  decision-making  processes  of  this  imaginary 
community  should  help  you  see  how  a society  decides  which  goods  and 
services  and  how  much  of  each  should  be  produced  to  satisfy  the 
society's  wants  and  needs. 

B.  How  many  units  of  natural  resources  does  it  take  to  make  a 

television  set?  How  many  units  of  governmental  services  would 
it  take?  These  are  the  kinds  of  questions  you  must  ask  yourself 
in  order  to  see  the  relationship  between  the  factors  of  production 
and  the  goods  and  services  desired  by  the  inhabitants  of  Preston. 
Once  again  for  the  sake  of  keeping  the  illustration  as  clear  as 
possible  the  various  amounts  of  resources  required  for  the  produc- 
tion of  Preston's  needs  is  given  to  you  (see  Table  I below). 

These  figures  are  not  precise  amounts  in  dollars  and  tons.  They 
are  simply  imaginary  units  of  measurement  so  that  you  can  gain  a 
clearer  understanding  of  what  is  involved  in  determining  "What  to 
produce." 
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Table  I:  RESOURCE  UNITS  OF  EACH  FACTOR  OF  PRODUCTION  REQUIRED  FOR  INDIVIDUAL 

ITEMS  WANTED  ihuiwiuuml 


In  this  imag i nary 
commun i ty  of  100 
persons,  in  order 
to  produce: 

one  automobi 1 e 

We  need  > 

fZ H 

ITS  OF  FACTORS  OF  PRODUCTION  REQUIRED 

| Natural 
Resources 

Human 

^esou^ces 

Capital 

Resources 

Entrepren. 

Resources 

Gov't. 

Resources 

6 

6 

3 

2 

1 

one  house 

we  need  _ ^ 

15 

8 

10 

3 

2 

one  refrigerator 

Wfi  npprl  ^ 

2 

2 

1 

1 

1 

one  television 

5 

12 

8 

3 

1 

one  year's  supply 
of  food  for  one 
person  we  need  ■ 

1 

4 

1 

1 

1 

C. 


Knowing  what  each  item  will  require  in  the  matter  of  units  of 
resources  is  only  part  of  the  picture  of  Preston's  economy. 

Before  production  can  begin  you  must  know  the  size  of  the  various 
resource  piles  which  are  ready  for  your  immediate  use  in  satisfyin 
Preston's  wants.  Table  II  gives  you  this  information. 
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Table  II:  RESOURCE  UNITS  OF  EACH  FACTOR  OF  PRODUCTION  AVAILABLE  FOR 

IMMEDIATE  USE 


FACTORS  OF  PRODUCT  I ON 


Natural 

Resources 

Human 

Resources 

Capita  1 
Resources 

Entrepren. 

Resources 

Gov ' t . 
Resources 

1,100 

1,100 

1,000 

400 

400 

D.  You  should  remember  from  the  discussions  in  Unit  2 that  it  is 
the  factors  of  production  that  are  actually  scarce  not  just  the 
goods  they  produce.  Table  II  actually  sets  limits  on  how  many 
goods  can  be  produced  in  Preston.  If  the  people  are  to  have  cars 
and  televisions  and  refrigerators  then  obviously  a decision  must 
be  made  as  to  how  much  of  each  of  these  things  can  be  produced 
with  the  limited  resources  listed  in  Table  II.  You  have  it  in 
your  power  to  decide  which  goods  are  most  important.  In  economic 
language  you  have  the  power  to  draw  up  a "priorities  list"  for 


543 


the  community.  How  many  houses, 
etc.  do  you  think  Preston  needs? 
1 imi ted! 

E.  To  give  you  an  idea  on  how  to  go 
here  is  an  example: 


television  sets,  and  automobiles, 
Remember,  your  resources  are 

about  drawing  up  such  a list, 


Jack's  Priority  List 

ltP-m  of  Production  Number  of  Items  Wanted 


Automob i les 
Houses 

Ref r i gerators 
Television  Sets 
Food 


20 


10 


100 


(Supply  of  food  for  a year) 


Jack  has  made  a decision  for  20  houses,  so  in  order  to  calculate 
the  amount  of  the  factors  of  production  20  houses  will  use,  he 
multiplies  20  by  the  number  of  units  necessary  to  produce  one 

house  (see  Table  I).  In  this  case  20  houses  /^discover 

nq  X 20)  300  units  of  natural  resources.  In  order  to  d s cover 

f5he  can  satisfy  the  community's  wants  with  the  available  factors 
of  production  Jack  must  calculate  how  many  units  each  item  of 
Deduction  will  require  and  then  compare  his  result  with  the 
available  resources  given  in  Table  II.  Using  the  above  priority 
list  Jack  compiled  the  following  results: 
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we  would  say  that  his  decisions  have  led  to  an  economy  operating 
far  below  its  potential. 

F.  Another  student  suggested  the  following  priority  list: 

Diane's  Priority  List 


Number  of  Items 
Item  of  Production  Wanted 


Automob i les 

50 

Houses 

40 

Refrigerators 

40 

Television  Sets 

50 

Food 

100 

100  (Supply  of  food  for  a year) 


This  resulted  in  the  consumption  of  the  following  amounts  of  the 
factors  of  production: 


When  you  compare  the  total  factors  of  production  consumed  by  Diane  s 
priority  list  with  the  available  factors  of  production  listed  in 
Table  II  you  will  see  that  it  is  impossible  for  the  community  to 
produce  all  the  items  on  her  priority  list.  The  scarcity  °f  the 
factors  of  production  will  force  her  to  reduce  the  amounts  of  her 
priority  list.  The  amount  of  factors  of  production  available  con- 
trols what  goods  will  be  produced.  Diane  forgot  that  the  factors 
of  production  are  limited  and  was  unable  to  satisfy  the  demands  o 

the  priority  1 ist. 

G.  Your  own  set  of  values  will  determine  what  kind  of  priorities  you 
will  adopt.  If  you  feel  that  everyone  ought  to  have  two  cars  and 
two  television  sets,  you  will  need  to  cut  down  on  some  other  items 
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such  as  food  or  houses.  Remember,  too,  that  your  choices  must  be 

within  the  limits  set  by  Table  II.  The  blank  forms  below  will  aid 

you  in  setting  up  your  priority  list  for  Preston  and  in  calculating 
the  units  of  factors  of  production  that  must  be  consumed. 

Item  of  Product  ion  Number  of  1 terns  Wanted 

Automobiles  . — 

Houses  

Refrigerators  

Television  Sets  

Food  


You  will  need  to  refer  to  Table  I and  Table  II  on  page  20  in  order 
to  complete  your  calculations. 


Ynur  Priority  List 

FACTORS  OF  PRODUCTION 

REQUIRED 

Consumer  Number 

Goods  Wanted 

Natural 

Resources 

Human  1 

Resources  l 

Cap i tal 
Resources 

Ent repren. 
Resources 

Gov 1 t . 
Resources 

Automob i les 

Houses 

Refrigerators 

Television 

Sets 

Food 

Totals 

II.  Second  Situation:  Consumer  Goods  Versus  Producer  Goods 


A.  In  the  last  situation  you  participated  in  making  decisions  about 

what  Preston  should  produce.  The  very  much  simplified  illustration 
considered  only  the  satisfaction  of  immediate  wants— no  considera- 
tion was  given  to  what  the  community  might  want  in  the  future. 

This  second  learning  situation  will  attempt  to  show  you  how  neces- 
sary it  is  for  a society  to  concern  itself  not  only  with  the 
satisfaction  of  present  and  immediate  wants  but  also  with  the 
possible  wants  and  needs  of  future  generations.  In  this  particular 
example  you  will  be  dealing  with  the  future  in  two  periods:  the 

first  twenty  year  period  and  the  second  twenty  year  period.  Cer- 
tain decisions  must  be  made  today  so  that  the  production  of  future 
goods  will  be  assured  for  the  next  forty  years.  In  other  words,  a 
choice  must  be  made  between  conflicting  alternatives.  What 
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proportion  of  the  resource  pile  will  be  used  for  the  production  of 
consumer  goods  and  services?  What  proportion  will  be  used  for  the 
production  of  producer  goods  and  services? 

B.  You  will  make  use  of  Table  I and  Table  II  from  the  previous  . 
situation  and  in  addition  two  new  tables,  III  and  IV,  in  ma<ing 
your  decisions  as  to  what  the  pile  of  resources  will  be  used  for— 
consumer  or  producer  goods. 

The  choice  that  a society  must  make  between  the  amount  of  consumer 
goods  and  the  amount  of  producer  goods  it  wants  now  and  in  the 
future  could  be  stated  in  this  way:  Are  we  willing  to  consume  some- 

what less  than  we  could  consume  in  the  present  in  order  that  the 
future  will  show  some  growth  in  production?  We  know  that  in  the 
next  twenty  years  many  of  the  machines  and  other  tools  that  we  are 
now  using  wi i 1 wear  out.  We  must  set  aside  some  of  our  present 
factors  of  production  to  at  least  replace  these  tools.  Otherwise 
twenty  years  from  now  our  society  will  suffer.  Should  we  do  more 
than  just  replace  the  present  amount  of  machines  and  tools.  Do  we 
want  our  economy  to  grow?  How  much  growth  do  we  want,  which  is 
another  way  of  saying,  how  much  are  we  willing  to  sacrifice  to  ay 
so  that  the  standard  of  living  will  be  better  twenty  or  forty  years 

from  now? 

Table  III  gives  you  four  different  levels  of  growth— from  no 
economic  growth  to  high  economic  growth— and  also  gives  you  the 
amounts  of  each  of  the  factors  or  production  which  must  be  set  aside 
for  producer  goods  in  order  to  maintain  or  reach  your  chosen  growth 
level.  You  may  decide  to  use  just  enough  of  the  factors  of  produc- 
tion for  producer  goods  to  replenish  the  resource  pile  (Static  0; 
or  you  may  decide  on  one  of  the  three  choices  which  result  in  growth 
of  the  resource  pile.  Table  III  is  designed  to  help  you  decide 
what  proportion  of  the  resource  pile  will  be  used  for  producer  goods 
in  the  first  twenty  year  period. 
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Table  III:  RESOURCE  UNITS  REQUIRED  FOR  PRODUCTION  OF  PRODUCER  GOODS  AT  THE 

DIFFERENT  GROWTH  LEVELS 


Economic  Growth 
Levels  

UNITS  OF 

FACTORS  OF  F 

PRODUCTION 

Natural 

Human 

Capital 

Entrepren. 

Gov 1 1 . 

Resources 

Resources 

Resources 

Resources 

Resources 

Static  0— no  growth; 
this  level  just  re- 
places original 
amount  of  factors  of 
product  ion 

300 

100 

300 

50 

50 

Growth  I— low  rate 
of  growth;  this  level 
provides  a moderate 
increase  in  the 
amount  of  the  factors 
of  production 

*100 

150 

450 

100 

100 

Growth  II— moderate 
rate  of  growth;  this 
level  provides  a 
moderate  increase  in 
the  amount  of  the 
factors  of  production 

500 

200 

600 

150 

150 

Growth  III— high  rate 
of  growth;  this  level 
provides  a high  in- 
crease in  the  amount 
of  the  factors  of 
product  ion 

600 

250 

750 

200 

200 
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Table  IV  shows  you  the  units  of  factors  of  production  available 
for  future  production  at  any  one  of  the  four  growth  levels  during 

the  second  twenty  year  period. 


Table  IV:  RESOURCE  UNITS  AVAILABLE  FOR  FUTURE  PRODUCTION 


If  in  Table  III 
you  chose: 

Static  0 — then  for 

UNITS  OF  FACTORS  OF  PRODUCTION 

Natural 

Resources 

Human 

Resources 

Capital 

Resources 

Entrepren. 

Resources 

Gov 1 1 . 
Resources 

1,100 

1,100 

1,000 

400 

400 

the  second  period  of 
production  you  will 
have * ► 

Growth  I— then  for 

1 ,200 

1,150 

1,450 

450 

450 

the  second  period  of 
production  you  will 
have 

Growth  II— then  for 

1,400 

1,200 

1,600 

550 

550 

the  second  period  of 
production  you  will 
have 

Growth  III — then  for 

1,800 

1,250 

1,750 

700 

700 

the  second  period  of 
production  you  will 
have  

Steve's  Priority  List 
(First  Twenty  Year  Period) 

Number  of  Items 

Item  of  Production  Wanted 


Consumer  Goods 


Automob i les 

15 

Houses 

20 

Refrigerators 

20 

Television  Sets 

10 

Food 

100 

Producer  Goods  Growth  I Level 

Note:  The  prior itv  list  is  based  on  the  use  of  resources  over  a 

twenty 'year  period*.  If  Steve  decides  to  use  some  of  the  original 
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resource  pile  so  that  he  can  produce  producer  goods  for  Growth  I, 
then  he  will  have  to  subtract  the  appropr iate  amount  of  resources 
from  the  original  resource  pile  before  he  begins  to  calculate  the 
amounts  used  to  produce  the  consumer  goods  on  his  list. 


Here  is  how  Steve  laid  out  his  calculations! 


UNITS  OF 

FACTORS  OF  PRODUCTION 

Natural 

Resources 

Human 

Resources 

Capi tal 
Resources 

Entrepren. 

Resources 

Gov 1 1 . 
Resources 

From: 

Original  resource 
pile 

1,100 

1,100 

1 ,000 

400 

400 

Subtract : 

Resource  units  needed 
for  Growth  Level  I 

- 400 

- 150 

« 450 

- loo 

- J00 

Result : 

Resource  units  avail- 
able for  consumer 
goods 

700 

950 

550 

300 

300 

Steve  used  the  available  factors  of  production  to  provide  a com- 
fortable standard  of  living  for  Preston  during  the  first  twenty 
year  period.  In  addition  he  made  sure  enough  units  of  the  factors 
of  production  were  reserved  for  producer  goods  so  that  there  would 
be  growth  during  the  second  twenty  year  period.  The  number  of. 
units  Steve  used  for  the  production  of  consumer  goods  and  services 
in  the  first  period  are  listed  in  the  following  table: 


Steve's  Priority  List 
Consumer  Number 

Goods  Wanted 

UNITS  OF  FACTORS  OF  PRODUCTION 

Natural  1 
Resources 

Human 

Resources 

Capital 

Resources 

Entrepren. 

Resources 

Gov 1 1 . 
Resources 

Automobiles  15 

90 

90 

45 

30 

15 

Houses  20 

300 

160 

200 

60 

40 

Refrigerators  20 

40 

40 

20 

20 

20 

Televi sion 

Sets  10 

50 

120 

80 

30 

10 

Food  1 00 

100 

400 

100 

100 

100 

Totals 

580 

810 

1.  1 . r- 

nl.  a 
| 4*tU 

1 Qc 
I \j  j 

C.  During  the  first  twenty  year  period  the  population  of  Preston  did 
not  remain  the  same.  More  people  were  born  than  died  so  that  by 
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the  time  the  second  period  began  the  population  had  risen  from 
100  to  120.  This  rise  in  population  must  be  considered  carefully 
in  any  attempt  to  plan  for  future  growth. 

With  a population  of  120,  Steve  decided  upon  the  following 
priority  list  for  the  second  twenty  year  period. 

Steve's  Priority  List 
(Second  Twenty  Year  Period) 


Item  of  Production 
Consumer  Goods 

Number  of  Items  Wanted 

Automob i les 

20 

Houses 

10 

Ref r i gerators 

20 

Television  Sets 

15 

Food 

120 

Producer  Goods 

Growth  II  Level 

Using  Table  IV  on  the  next  page,  locate  the  same  Growth  Level 
that  Steve  chose  for  the  first  twenty  year  period. 
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Table  IV:  RESOURCE  UNITS  AVAILABLE  FOR  FUTURE  PRODUCTION 


UNITS  OF  FACTORS  OF  PRODUCTION 
AVAILABLE  FOR  FUTURE  PRODUCTION 

If  in  Table  III 

Natural 

Resources 

Human 

Resources 

Capital 

Resources 

Entrepren. 

Resources 

Gov 1 1 . 
Rescu rces 

you  cnose. 

Static  0 — then  for 
the  second  period  of 
production  you  will 
have 

1,100 

1,100 

1,000 

400 

400 

Growth  I— then  for 
the  second  period  of 
production  you  will 
have 

1,200 

1,150 

1,450 

450 

450 

Growth  II— then  for 
the  second  period  of 
production  you  will 
have 

1,400 

1,200 

1,600 

550 

550 

Growth  III— then  for 
the  second  period  of 
production  you  will 
have  ~ ~ -*• 

1,800 

1,250 

1,750 

700 

700  | 

Because  Steve  had  chosen  the  Growth  I Level  for  the  production  of 
producer  goods  during  the  first  twenty  year  period,  we  locate  the 
Growth  I Level  on  Table  IV  to  find  the  amounts  of  each  of  the  factors 
of  production  that  are  available  for  use  in  the  second  twenty  year 

period. 


"UNITS  OF  FACtORS  OF  ! 

PRODUCT  1 ON  AVA 1 LABLF* 

Natural 

Resources 

Human 

Resources 

Capita! 

Resources 

Entrepren. 

Resources 

Gov 1 1 . 
Resources 

Growth  I Level 

1,200 

1,150 

1,450 

450 

450 

(Chosen  in  first 
20  year  period.) 

*Listed  in  Table  IV 

Repeating  the  procedure  followed  in  the  first  twenty  year  period, 
Steve  subtracted  the  amounts  he  had  decided  to  use  for  producer 
goods  (in  this  second  period  he  has  decided  to  use  Growth  II) 
from  the  above  listed  resource  units  available. 
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UNITS  OF 

FACTORS  OF 

PRODUCTION 

Natura 1 
Resources 

Human 

Resources 

Capi tal 
Resources 

Entrepren. 

Resources 

Gov 1 1 . 
Resources 

From: 

Resulting  resource 
pi  1 e^ 

1,200 

1,150 

1,450 

450 

450 

Subtract: 

Resource  units 
needed  for  Growth 
Level  11^ 

- 500 

- 200 

- 600 

- 150 

- 150 

Resu 1 t : 

Resource  units  avail- 
able for  consumer 
goods 

700 

950 

850 

i 

300 

1 

300 

1 . Li sted  i n Table  IV 

2.  Listed  in  Table  III 

Steve's  final  result  is  tabulated  in  the  following: 


Steve's  Priority  List 

UNITS  OF  FACTC 

RS  OF  PRODUCTION  REQUIRED 

Consumer  Number 

Goods  Wanted 

Natural 

Resources 

Human 

Resources 

Capi tal 
Resources 

Entrepren. 

Resources 

Gov't. 

Resources 

Automobiles  20 

120 

120 

60 

40 

20 

Houses  10 

150 

80 

100 

30 

20 

Refrigerators  20 

40 

40 

20 

20 

20 

Television 

Sets  15 

75 

180 

120 

45 

15 

Food  1 20 

120 

480 

120 

120 

120 

Totals 

505 

900 

420 

255 

195 

Based  on  his  priority  list  for  120  persons  at  Growth  Level  II  this 
table  shows  us  how  Steve  utilized  the  factors  of  production  to 
satisfy  the  needs  of  Preston  during  the  second  twenty  year  period. 

In  this  learning  situation  you  have  seen  how  Steve  made  his  decisions 
about  what  Preston  should  produce.  These  decisions  were  not  made 
blindly  but  were  directly  related  to  the  factors  of  production  avail- 
able. While  the  example  of  Preston  with  a population  of  100  to  120 
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is  very  much  simplified  compared  to  a large  nation  of  180  million, 
yet  the  same  basic  problem  is  faced  by  each:  whatever  goods  and 

services  are  produced  the  choice  must  take  into  consideration. the 
available  factors  of  production.  The  next  part  of  this  learning 
situation  will  involve  you  in  the  decision-making  process.  What 
do  you  want  Preston  to  produce?  Follow  each  step  in  the  decision- 
making  process  and  remember  the  factors  of  production  are  limited. 


Decide  on  a Priority  List. 


PRIORITY  LIST 
(First  Twenty  Year  Period) 


Consumer  Goods 
Automob i 1 es 
Houses 

Ref r i gerators 
Television  Sets 
Food 

Producer  Goods 


Step  J_ 


I tern  of  Production 


Number  of  I terns  Wanted 


Decide  on  one  of  th< 
Growth  Levels  for 
producer  goods  1 i s t< 
kin  Table  III  below. 
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Step  2 

A.  Using  Table  III  find  the  figure,  at  the  particular  Growth  Level 

you  have  chosen,  for  the  units  required  from  each  of  the  resources. 

Table  III:  RESOURCE  UNITS  REQUIRED  FOR  PRODUCTION  OF  PRODUCER  GOODS  AT  THE 

DIFFERENT  GROWTH  LEVELS 


Static  0--no  growth; 
this  level  just  re- 
places original  re- 
source pile 

UNITS  OF  FACTORS  OF  PRODUCTION 

Natura 1 
Resources 

Human 

Resources 

Cap i ta 1 
Resources 

Entrepren. 

Resources 

Gov  1 1 . 
Resources 

300 

100 

300 

50 

50 

Growth  1- - 1 ow  rate  of 
growth;  this  level 
provides  a moderate 
increase  in  the  re- 
source pile 

400 

150 

450 

100 

100 

Growth  H — moderate 
rate  of  growth;  this 
level  provides  a 
moderate  increase  in 
the  resource  pile 

500 

200 

600 

150 

150 

Growth  III--hiqh  rate 
of  growth;  this  level 
provides  a high  in- 
crease in  the  resource 
pile 

600 

250 

750 

200 

200 

B.  Subtract  these  figures  you  have  just  found  from  the  original  resource 
pile  (see  Table  II) . 


Table  II:  RESOURCE  UNITS  AVAILABLE  FOR  IMMEDIATE  USE 


UNITS  OF  FACTORS  OF  PRODUCTION 

Natural 

Resources 

Human 

Resources 

Capi ta 1 
Resources 

Entrepren. 

Resources 

Gov  1 1 . 
Resources 

1 100 

1100 

1000 

400 

400 
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The  problem  Is  set  up  this  way: 


1 

UNITS  OF  FACTORS  OF  PRODUCTION 

Natural 

Resources 

Human 

Resources 

Capital 

Resources 

Entrepren. 

Resources 

Gov 1 1 . 
Resources 

From: 

Original  resource 
pile 

Subtract: 

Resource  units 
needed  for  Growth 
Level  chosen 

Result: 

Resource  units  avail- 
able for  consumer 
goods 

1100 

1100 

1 

1000 

400 

I I 1 

(Th 

eSe  figures  are  to  be  used  in  Step  4) 

Step  2 

Taking  each  item  on  the  priority  list  that  you  made, 

-multiply  the  number  wanted  of  that  item 

-by  the  numbering? ts  required  from  each  of  the  resource  for  that 
item  (Table  l)  • 

Table  I:  RESOURCE  UNITS  REQUIRED  FOR  INDIVIDUAL  ITEMS  WANTED 
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The  figures  you  get  from  that  multiplying  can  be  set  up  in  a table 
as  foil ows : 

RESOURCE  UNITS  REQUIRED  FOR  ITEMS  ON  PRIORITY  LIST 


UNITS  OF  FACTORS  OF  PRODUCTION 

Consumer  Number 

Goods  Wanted 

Natural 

Resources 

Human 

Resources 

Capital 

Resources 

Ent repren. 
Resources 

Gov't . 
Resources 

Autorrub  i 1 es 

Houses 

Ref r i gerators 

Telev is  ion 
Sets 

Food 

TOTALS 

Step  4 


Compare  these  totals  of  resource  units  required  for  items  on  your 
priority  list  with  the  resource  units  available  for  consumer  goods 
after  figures  for  Growth  Level  have  been  subtracted  from  original 
resource  pile.  (See  problem  under  B,  Step  2.) 


UNITS  OF  FACTORS  Of  PRODUCTION 


Natural 

Human 

Capital 

Entrepren. 

Gov 1 1 e 

Com pa  re : 
Resource  units 
available  for 
consumer  goods 

Resources 

Resources 

Resources 

Resources 

Resources 

and 


Resource  units 
required  for  items 
on  Priority  List 


If  resource  units  required  for  items  on  your  priority  list  are  1 ess  than 
the  resource  units  available)  make  whatever  changes  are  needed  in  your 
priority  list  in  order  to  get  the  maximum  use  of  the  resources. 


o 
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If  resource  units  required  for  items  on  your  priority  list  are  more 
than  the  resources  available,  make  whatever  changes  are  needed  to  make 
your  list  fit  the  resources  available. 


Make  a second  priority  list  for  the  second  twenty  year  period.  Inri'ise 
on  it  the  growth  level  for  producer  goods  for  that  period. 


PRIORITY  LIST 

(Second  Twenty  Year  Period) 


Consumer  Goods 
Automob i 1 es 


Houses 

Ref r igerators 
Televisions  Sets 
Food 

Producer  Goods 


Step  5 


I tern  of  Product  ion 


Number  of  I terns  Wanted 


Decide  on  one  of  th 
Growth  Levels  for 
producer  goods  list 
in  Table  IV  below. 


ERIC 


mu 
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Step  6 

Using  Table  IV,  locate  the  same  Growth  Level  that  you  chose  for  the 
first  twenty  year  period. 

Table  IV:  RESOURCE  UNITS  AVAILABLE  FOR  FUTURE  PRODUCTION 


UNITS  OF  FACTORS  OF  PRODUCT  1 Oh 

1 

If  in  Table  III 
you  chose: 

Static  0 — then  for 

Natural 

Resources 

Human 

Resources 

Capital 

Resources 

Ent repren . 
Resources 

Gov't . 
Resources 

1,100 

1,100 

1,000 

400 

400 

the  second  period  of 
production  you  will 
have  > 

Growth  I — then  for 

1,200 

1,150 

1,450 

450 

450 

the  second  period  of 
production  you  will 
have 

Growth  I! — then  for 

1,400 

1,200 

1,600 

550 

i 

550 

the  second  period  of 
production  you  will 
have ^ 

Growth  III— then  for 
the  second  period  of 
production  you  will 
have 

1,800 

1,250 

1,750 

700 

700 

From  these  figures  (the  number  of  units  for  each  of  the  resources  that 
are  available  for  the  second  twenty  year  period),  subtract  the  figures 
for  the  Growth  Level  you  have  chosen  for  the  second  twenty  year  period 
(these  figures  are  given  in  Table  III,  Step  2). 


559 


UNITS  OF  FACTORS  OF  PRODUCTION  ~ 


Natural 

Resources 

Human 

Resources 

Capital 

Resources 

Ent repren. 
Resources 

Gov't. 

Resources 

From: 

Resource  units  avail- 
able for  second 
twenty  year  period 

Subtract : 

Resource  units 
needed  for  Growth 
Level  chosen 

Result : 

Resource  units  avail- 
able for  consumer 
goods  for  second 
twenty  year  period 

— 

t 


Step  2 

On  your  second  Priority  List  (as  in  Step  3)> 


-multiply  each  item  on  the  list 

-by  the  number  of  units  required  from  each  of  the  resources  for 
that  item  (see  Table  I in  Step  3). 

The  figures  you  get  from  this  multiplying  are  to  be  listed  in  the 
fol lowing  table: 


RESOURCE  UNITS  REQUIRED  FOR  ITEMS  ON  PRIORITY  LIST 
(Second  Twenty  Year  Period) 


— 

UNITS  OF  FACTORS  OF  PRODUCTION 

Consumer  Number 

Goods  Wanted 

Natural 

Resources 

Human 

Resources 

Capital 

Resources 

Entrepren. 

Resources 

Gov 1 1 . 
Resources 

Automobiles 

Houses 

Ref r igerators 

Telev i s ion 
Sets 

Food 

TOTALS 

Step  8 


Compare  these  totals  of  resource  units  required  for  items  on  your  second 
priority  list  with  the  resource  units  available  for  consumer  goods  for 
the  second  twenty  year  period  (find  these  figures  in  the  problem  you 
worked  in  Step  6). 

UNITS  OF  FACTORS  OF  PRODUCTION 

Natural  Human  Capital  Entrepren.  Gov't. 

Resources  Resources  Resou  rces  Resources  Resources 


Compa  re : 

Resource  units  available 
for  Consumer  Goods  for 

second  twenty  year  period  

and 

Resource  units  needed  for 
items  on  Priority  List  for 

second  twenty  year  period  

As  in  Step  k. 

If  resource  units  required  for  items  on  your  second  priority  list 
are  1 ess  than  the  resource  units  available  for  the  second  twenty 
year  period,  make  whatever  changes  are  needed  in  your  second  priority 
list  in  order  to  get  the  maximum  use  of  the  resources. 
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If  resource  units  required  for  items  on  your  second  priority  list 
are  more  than  the  resources  available  for  the  second  twenty  year 
period,  make  whatever  changes  are  needed  to  make  your  1 ist  fit  the 
resources  available. 

In  this  situation  emphasis  has  been  placed  upon  the  relationship 
between  producer  goods  and  future  economic  growth, 

III.  Third  Situation:  The  Market  Economy  - a system  of  signals. 

The  following  passage  illustrates  how  the  market  responds  to  signals 
initiated  by  a consumer. 

Pizza  Pie  Signals 

You  pick  up  a telephone  and  order  a large  pizza  for  the  family.  Within  an 
hour  the  delivery  boy  arrives  at  your  door  - you  pay  him  $1.25  and  everyone 
enjoys  the  pizza  pie.  Simple,  you  say.  Yes,  on  the  surface,  but  did  you 
ever  realize  that  when  you  made  the  decision  to  buy  that  pie  you  set  in 
motion  a train  of  events  and  communicated  a series  of  messages  along  the 
economic  line  somewhat  as  you  do  when  dialing  a telephone  number.  Let's 
follow  the  sequence  and  see  what  happened  to  your  order. 

First  of  all  you  ordered  the  pie  to  satisfy  your  needs  (you  were  hungry). 
Immediately,  you  lifted  the  telephone  (a  service  supplied  by  a public 
utility)  and  ordered  the  pie.  The  clerk  who  took  your  order  wrote  it  on  a 
form  and  passed  it  through  the  window  to  the  chief  baker.  He  looked  at  it  - 
checked  to  see  which  of  his  bakers  was  least  busy  and  passed  it  on.  The 
baker  proceeded  to  mix  the  dough  and  prepare  his  oven.  Within  an  hour  the 
pie  was  ready.  The  baker  put  it  in  a cardboard  box;  called  for  a delivery 
boy  and  within  minutes  it  was  on  its  way  to  you.  Still  simple,  you  say. 

Yes,  it's  still  pretty  much  a process  of  hitting  down  one  domino  and  the 
rest  fall.  Let's  look  a little  closer  though. 

Your  original  order  used  up  electricity,  flour,  meat,  cardboard,  etc. 

Every  pie  produced  means  so  much  more  of  these  things  used.  If  one  pie 
uses  one-half  pound  of  flour  - 100  such  pies  means  a sack  of  flour,  which 
means  so  much  grain  ground  at  a mill  and  an  mcrease  in  some  farmers  plant- 
ing, irrigating,  and  reaping  activities.  Every  single  pie  is  one  part  of 
a larger  decision  to  produce  more  flour.  Every  pie  bought  is  in  fact  a 
"vote"  for  the  production  of  more  flour.  Every  pie  bought  flashes  a message 
which  reads:  "more  flour,  more  salt,  more  sausage,  more  electricity,  more 

gasoline,  more  labor,  more  paper"  and  so  on  through  a long  series  of  requisi- 
tions. 

Suppose  after  you  ordered  the  pie  the  price  of  gasoline  increased.  Your 
message  might  come  to  a screeching  halt  as  the  pizza  producers  considered 
what  to  do.  To  deliver  it  was  going  to  cost  them  more  - should  they  charge 
you  more?  They  might  call  you  and  ask  if  you  still  wanted  the  pie  at  the 
increased  cost  or  they  might  rely  on  the  small  print  on  their  advertisement, 
"We  reserve  the  right  to  change  prices  without  notice."  Another  stoppage 
might  occur  over  shortage  of  the  particular  meat  you  ordered  (pepperoni,  say). 
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Back  vMOuld  come  the  message  to  you,  "Are  substitutes  in  order?"  If  yes, 
the  process  of  getting  the  pie  baked  would  continue;  if  not,  your  order 
would  die  in  its  tracks  - the  clerk  would  tear  up  the  slip  - the  cook 
would  throw  up  his  hands  and  you'd  still  be  hungry. 

How  about  a hot  dog?  Well,  that's  a different  story. 
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Unit  4:  Allocating  the  Factors  of  Production 


In  Unit  3 you  were  involved  in  the  same  process  that  a society  uses  to 
decide  what  it  shall  produce. 


In  this  unit  you  will  become  acquainted  with  the  problem  which  a society 
has  of  deciding  to  what  uses  it  should  assign  the  factors  of  production  so 
as  to  make  sure  the  particular  wants  and  needs  of  that  society  are  satisfied 
This  assigning  or  apportioning  of  the  factors  of  production  to  particular 
uses  is  called  allocating  the  factors  of  production. 


Now  every  change  in  a society's  wants  means  that  there  must  be  some  change 
in  the  allocation  of  the  factors  of  production.  The  degree  to  which  these 
factors  can  be  changed  or  shifted  or  moved  from  one  useto  another  in  re- 
sponse to  changing  wants  is  called  their  "degree  of  mobility.  Frequent 
changes  of  wants  calls  for  a large  degree  of  this  mobility. 


It  is  important  to  realize  that  mobility  does  not  refer  to  the  physical 
movements  alone  of,  for  example,  coal,  iron  or  lumber.  A person  or  a 
machine  may  be  mobile  without  necessarily  moving  or  being  moved  from  one  . 
place  to  another.  Mobility  can  also  refer  to  a person  or  machine  s capacity 
to  be  used  in  different  ways.  For  example:  a man  who  loses  his  job  as  a 

mechanic  but  who  is  still  able  to  obtain  a position  as  an  electrician  is 
said  to  be  highly  mobile. 


I.  First  Situation:  The  following  illustration  is  used  to  show  how  changes 

in  demand  cause  changes  in  the  allocation  of  the  factors  of  production. 

A society  asks  for  (demands)  those  particular  things  it  wants  and  needs. 
(All  of  the  illustrations  in  this  unit  should  make  clear  how  changes  in 
wants  bring  about  changes  in  production  and,  in  turn,  changes  in  the 
allocation  of  factors  of  production.) 


A.  Scientists  have  discovered  a means  for  collecting  energy  from  the 
sun's  rays.  They  have  also  discovered  how  to  store  this  energy  and 
release  itat  will.  Technicians  have  developed  the  equipment 
necessary  for  using  this  energy  to  heat  homes  and  drive  the  genera- 
tors that  produce  electricity. 

Businessmen  have  calculated  the  cost  of  producing  this  equipment. 

If  factories  are  created  that  can  produce  fifty  thousand  solar  fur- 
naces per  year,  the  cost  of  each  solar  furnace  unit  will  be  approxi- 
mately $1,200  for  an  average  size  home  under  average  climatic  con- 
ditions. Maintenance  of  such  a unit  will  cost  approximately  $25  per 
year.  The  typical  cost  of  a new  furnace  of  the  existing  types  (coal, 
oil,  gas)  for  an  average  home  under  average  climatic  conditions  is 
approximately  $500  and  the  cost  of  fuel  and  maintenance  runs  about 
$200  per  year. 

Consumers,  we  will  imagine,  will  want  these  new  solar  furnaces. 

Some  will  be  bought  for  installation  in  the  new  homes  under  con- 
struction and  some  will  be  bought  as  replacements  for  existing 
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furnaces.  At  any  rate,  we  will  suppose  that  consumers  want  at 
least  50,000  such  solar  units  per  year. 


B. 


The  influence  which  an  innovation  in  technology  may  have  on  the 
allocation  of  various  resources  is  illustrated  by  the  following 
graph  which  shows  the  number  of  horses  and  mules  on  farms  in  the 
United  States  between  1900  ahd  I960. 


C.  Other  examples  of  innovation  and  its  affect  upon  allocation  may  be 
seen  in  the  following: 


Table  I . 


Year 

Passenger  Cars 

Miles  of  Surfaced 
Rural  Roads 

1915 

2,332,426 

276,000 

1925 

17,481 ,001 

521 ,000 

1935 

22,034,753 

1,080,000 

1940 

27,465,826 

1,367,000 

1945, 

25,793,493 

1,721 ,000 

1955 

52,135,583 

2,273,000 

Source:  U.  S.  Bureau  of  the  Census,  Historical  Statist ics.  of  the 
United  States.,  Colonial  Times  to  1957,  Washington,  D.  C.  i960,  pp. 
458,46 2. 
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Table  II. 


Year  Passenger  Miles 

(in  bi  ll  ions) 

1 940 

Air 

Ra i 1 road 

1 

19.7 

1950 

8 

26.7 

I960 

25.3 

21  | 

Source:  U.  S.  Bureau  of  the  Census,  HistoricaJ_  Stat istics^g^  the 

United  States,  Colonial  Times  to  1952,  Washi ngton,  0.  C.,  I9b0, 
pp.  429-431 , ”467. 

How  might  this  change  influence  the  allocation  of  human  resources? 


II.  Second  Situation 


A.  In  the  first  learning  situation  for  this  unit  we  discussed  some  of 
the  changes  in  the  allocation  of  resources  that  might  result  from 
the  demand  for  solar  furnaces.  Using  this  imaginary  illustration 
once  again,  we  will  attempt  in  this  learning  situation  to  illustrate 
in  more  detail  some  of  the  complexity  involved  in  shifting  resources 
from  one  use  to  another . 


B.  Some  resources  shift  more  readily  from  one  use  to  another.  We 
learned  in  Unit  2 that  the  resources  man  uses  to  produce  the  goods 
and  services  he  needs  and  wants  can  be  conveniently  grouped  under 
the  five  factors  of  production.  We  can  also  say  that  some  of  the 
factors  of  production  shift  more  readily  than  others  from  one  use 
to  another.  So  that  the  illustration  will  not  be  unnecessarily 
complicated,  we  will  concentrate  on  the  adjustment  process  of  only 
one  of  the  factors  of  production,  the  labor  factor  of  human  resources. 

C.  The  following  play  illustrates  some  of  the  details  involved  in  the 
allocation  of  human  resources. 

Man  and  Mobi 1 i ty 

Setting:  The  action  takes  place  in  the  offices  of  two  industrial  concerns. 

The  recently  organized  Solar-Furnace  Company  of  Houston,  Texas,  has  adver- 
tised for  an  engineer  and  Scene  I depicts  several  interviews  between  the 
manager  of  Solar  Furnace  Company,  Mr.  Richards,  and  four  applicants  for  the 
position.  The  fourth  applicant,  Mr.  Corelli,  agrees  to  take  the  engineer- 
ing position.  Scene  II  depicts  the  reaction  in  the  Alpha  Electronics 
Company,  from  which  Mr.  Corelli  resigned.  The  only  props  required  are  a 
desk,  a table  and  four  chairs,  and  a box  to  serve  as  an  intercom. 
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SCENE  I 

Scene  X opens  with  Mr.  Richards  examining  papers  on  his  desk.  He  picks 
out  four  papers,  speaks  to  his  secretary  through  the  office  intercom. 

Mr.  Richards:  Miss  Adams,  have  the  applicants  arrived? 

Pause  - . r.  T 

Mr.  Richards:  Very  well,  have  Mr.  Larkins  come  in  first,  please. 


(Enter  Mr.  Larkins) 

Mr.  Richards:  How  do  you  do,  Mr.  Larkins,  I am  Mr.  Richards.  Please  have 

a seat. 


Mr.  Larkins: 

Mr.  Richards: 

Mr.  Larkins: 
Mir.  Richards: 

Mr.  Larkins: 

Mr.  Richards: 


Mr.  Larkins: 
Mr.  Richards: 

Mr.  Larkins: 


Mr.  Richards: 


Good  morning,  I'm  glad  you  could  see  me  this  soon.  I really 
have  to  make  a decision  rather  quickly  regarding  my  future 
employment. 

Well,  we're  eager  to  come  to  a decision  too  since  we  want 
to  start  production  as  quickly  as  possible.  How  soon  would 
you  be  able  to  move  to  Houston? 

Just  as  soon  as  I can  wind  up  my  affairs  in  Little  Rock 
say  about  four  to  five  weeks. 

Fine  - in  your  letter  (picks  up  letter)  I noticed  that  you 
have  had  rather  wide  experience  in  the  electronics  field. 

Where  did  you  get  your  initial  training? 

I took  both  my  B.S.  and  M.S.  at  Massachusetts  Institute  of. 
Technology.  Incidentally,  part  of  my  work  was  connected  with 
primary  research  on  solar-energy  conversion. 

Yes,  I was  impressed  with  that  in  checking  over  your  creden- 
tials. We  certainly  feel  that  you  would  be  a valuable  addi- 
tion to  our  company.  While  we  might  not  be  able  to. offer 
you  quite  as  much  as  you  indicated  in  your  appl icat ion,  st i 1 1 
I think  within  a few  years  the  opportunities  for  a significant 
increase  in  salary  will  be  very  good. 

Exactly  what  salary  did  you  have  in  mind? 

Sixteen  thousand  dollars,  plus  a pension  plan  and  the  oppor- 
tunity of  buying  shares  in  Solar-Furnace,  !nc. 

I'm  certain  your  company  will  do  well.  However,  I'm  afraid 
the  salary  you  offer  is  not  adequate.  You  see,  I'm  presently 
receiving  $18,000  and  if  I remain  with  McAllister  I have  a 
number  of  favorable  financial  guarantees. 

Well,  we  appreciate  your  frankness  but  if  you  ever  do  feel 
you  would  like  to  work  with  us  don't  hesitate  to  contact  us. 


I 
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Mr.  Larkins:  Thank  you.  I'm  glad  to  have  made  your  acquaintance. 

(Exit  Mr.  Larkins) 

Mr.  Richards:  Miss  Adams,  would  you  please  send  in  one  of  the  other 

appl i cants. 


(Enter  Mr.  Lamont) 


Mr.  Lamont  (enthusiastically):  I'm  Bob  Lamont  from  Ann  Arbor,  Michigan. 


Mr.  Richards:  Hope  you  had  a good  flight,  Mr.  Lamont.  Is  this  your  first 

visit  to  Houston? 

Mr.  Lamont:  Yes,  but  I've  been  thinking  of  moving  South  for  several 

years.  My  wife's  a Southern  girl  and  doesn't  like  the 
northern  winters.  We've  been  waiting  for  an  opportunity  to 
move  but  can't  afford  a reduction  in  salary. 


Mr.  Richards: 


What  is  your  present  salary  with  Carson  Steel? 


Mr.  Lamont: 


Ten  thousand  dollars. 


Mr.  Richards:  Well,  if  you're  the  right  man  for  this  job  I'm  sure  we  can 

improve  on  that  substantially.  From  your  application  though 
I was  not  quite  clear  as  to  your  specific  qualifications. 

Could  you  be  a bit  more  specific  about  your  training  and  ex- 
per ience? 

Mr.  Lamont:  I took  my  work  at  Purdue  in  chemical  engineering  and  have 

been  with  Carson  Steel  since  graduating  in  1958. 

Mr.  Richards:  Have  you  had  any  experience  in  energy  conversion  or  structural 

des i gn? 


Mr.  Lamont: 


Not  directly,  but  I have  been  interested  in  both  areas  for 
a number  of  years. 


Mr.  Richards:  Hmmmm  - as  you  probably  know,  our  company  has  just  been 

organized  and  we  do  need  someone  with  extensive  experience 
and  training  in  these  areas.  However,  in  a year  or  two  when 
we  are  in  full  production  we  may  be  able  to  give  you  some  on 
the  job  training.  At  the  present  we  don't  have  a place  for 
you. 

Mr.  Lamont  (shaking  hands):  Thanks  anyway. 

(Exit  Mr.  Lamont) 


Mr.  Richards:  Miss  Adams,  has  Mr.  Stein  arrived  yet? 


Pause 

Mr.  Richards:  He  has  a pretty  tight  schedule  so  I'll  see  him  right  now. 
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(Enter  Mr.  Stein) 


Mr.  Stein: 

Hello,  John,  I'm  glad  you  wrote  me  and  gave  me  your  new 
locat ion. 

Mr.  Richards: 

Well,  1 thought  that  if  you  were  going  to  be  here  1 ought  to 
see  you.  ^Congratulations  by  the  way.  It's  not  everyone  who 
gets  elected  to  head  the  National  Association  of  Structural 
Engineers . 

Mr.  Stein: 

Thanks.  Now,  what  was  it  you  had  in  mind? 

Mr.  Richards: 

We're  about  to  get  Solar  Furnaces  under  way  ind  while  you 
were  down  here  1 thought  I'd  ask  you  if  you  would  be  interest- 
ed in  heading  up  our  structural  design  section.  I've  noticed 
that  you've  been  doing  work  along  that  line  with  Radiant  Heat. 

Mr.  Stein: 

Yes,  1 have.  The  work  in  Boston  has  been  especially  challeng- 
ing and  I've  pretty  well  set  my  roots  down--haven 5 t really 
thought  about  moving.  The  kids  are  in  college  and  high  school 
and  we've  just  bought  a new  home. 

Mr.  Richards: 

Well,  1 know  this  is  a shot  in  the  dark  but  what  would  you 
think  of  $20,000  as  a starter. 

Mr.  Stein: 

That's  a generous  offer  and  1 appreciate  your  interest  in 
my  work.  But,  John,  1 just  don't  want  to  move. 

Mr.  Richards: 

1 know  how  you  feel — we're  hoping  to  settle  down  here  in 
Houston  ourselves.  Thanks  anyway  for  stopping  in. 

Mr.  Stein  (shaking  hands):  Keep  in  touch.  Give  my  regards  to  Mary  and 

the  kids. 

(Exit  Mr.  Stein) 

Mr.  Richards:  Miss  Adams,  I believe  there  was  one  more  applicant  scheduled 

for  this  morning.  (Pause)  Yes,  send  Mr.  Corelli  in. 

(Enter  Mr . Corel  1 i ) 


Mr.  Corel  1 i : 

Good  morning,  sir.  I'm  Anthony  Corelli. 

Mr.  Richards: 

Pleased  to  meet  you,  Mr.  Corelli.  I'm  John  Richards.  1 
noticed  on  your  application  that  you've  been  working  for 
Alpha  Electronics  for  the  last  five  years.  Your  specialty 
is  research  isn't  it? 

Mr.  Corel  1 i : 

Yes,  but  I've  come  to  a point  where  I'd  like  to  have  some 
experience  with  the  translation  of  pure  research  into  actual 
products. 
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Mr.  Richards: 

Well,  you've  certainly  come  to  the  right  place.  Y°“ 
realize,  of  course,  that  you'd  have  to  move  to  Houston.  1 
assume  from  your  application  that  since  you 
this  wouldn't  be  a great  problem  for  you. 

Mr.  Corelli: 

That's  right.  No  problem  at  all. 

Mr.  Richards: 

Your  qualifications  are  adequate  and  since  moving  is  no 
problem  1 suppose  the  only  remaining  co"=:d®^tlon  Y 

To  come  to  the  point,  we  can  offer  you  $ , 

Mr . Corel  1 i : 

.1  11  , i m nrpcentl v receiving  $14,000  and  although  I'm  ln- 

terested™ insetting  the  ixperienc;  of  this  type  of  operation 
^ feel  that  there  would  also  have  to  be  some  financial 
vantages  before  I'd  consider  moving. 

Mr,  Richards: 

What  would  you  consider  as  an  adequate  increase? 

Mr.  Corel  1 i : 

| don't  feel  that  1 could  move  for  less  than  a salary  of 
$16,000. 

Mr.  Richards: 

Hmmmm  - I'll  consider  it.  How  can  1 get  in  touch  with  you 
if 'we  decide  to  meet  that  amount. 

Mr.  Corelli: 

I'm  staying  at  the  Norfolk  Hotel  until  tomorrow.  How  soon 
iould  lexpect  a decision  since  1 was  planning  to  leave 
Houston  tomorrow  at  noon? 

Mr.  Richards: 

We  will  probably  come  to  a decision  this  evening.  If  we 
don't,  I'll  write  you  as  soon  as  we  do. 

Mr . Corel  1 i : 

That's  fine.  I'll  look  forward  to  hearing  from  you. 

(Exit  Mr.  Corel  1 i) 

CURTAIN  ON  SCENE 


SCENE  II 

Mr.  Piridar  - Manager  of  Alpha  Eleetromcs  . 

Mrs.  Samuels  - personnel  manager  of  Alpha  Electronic 
Mr  Brock  - production  manager  of  Alpha  Electronic 
Mr'.  Fulton  - chief  accountant  of  Alpha  Electronics 

Scene  XI  opens  in  the  office  of  Mr.  Pindar.  Mr.  Corelli  is  speaking  to 
Mr.  Pindar. 

i'.  .1-  i 


i ng  for  you  these  past  few  years 
experience. 


Mr.  Corelli: 
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Mr.  Pindar: 

Well,  Tony,  we’re  sorry  to  lose  you  but  1 wish  you  every 
success  in  Texas.  Good  bye  and  good  luck! 

(Shake  hands  • 

- Exit  Mr . Corel  1 i ) 

Mr.  Pindar  (speaking  into  intercom):  Susan,  please  have  Mrs.  Samuels, 

Mr.  Brock  and  Mr.  Fulton  come  to  my  office. 

(Enter  Mrs.  Samuels  and  Mr.  Brock) 

Mrs.  Samuels:  Good  morning,  Mr.  Pindar. 


Mr.  Brock: 

Bill  will  be  along  in  a minute  or  two. 

Mr.  Pindar: 

1 have  a matter  I'd  like  to  have  you  consider. 

(Enter  Mr.  Fulton) 


Mr.  Pindar: 

Hello,  Bill,  have  a chair. 

As  you  probably  have  heard,  Tony  Corelli  is  leaving  us. 

1 thought  this  would  be  a good  time  to  come  to  a decision 
as  to  whether  or  not  we  want  to  replace  him.  if  we  do 
replace  him,  should  we  hire  someone  to  continue  the  kind 
of  work  he  was  doing  or  should  Mark  and  Steve  handle  that 
end  of  the  research. 

Mrs.  Samuels: 

Wouldn't  that  be  putting  too  much  of  a load  on  them? 

Mr.  Pindar: 

Well,  1 thought  this  might  be  a good  time  to  purchase  that 
computer  service  we  had  talked  about.  1 think  the  two  of 
them  could  handle  it  with  the  help  of  a computer. 

Mr.  Brock: 

I'm  of  the  same  opinion.  Besides,  we  may  be  able  to  use  the 
computer  to  process  other  production  information.  Of  course, 
before  we  decide,  we  ought  to  determine  whether  the  demands 
of  our  research  division  are  great  enough  to  justify  the 
additional  expenditure.  It  may  be  that  they  are  not. 

Mr.  Fulton: 

Corelli  was  getting  $14,000.  Even  if  we  pay  a new  man  $16,000 
it  wou'1  still  be  much  less  than  the  $30,000  per  year  re- 
quired to  operate  a computer. 

Mr.  Pindar: 

Mrs.  Samuels,  what  are  our  chances  of  getting  a man  of 
Corelli's  abilities  for  less  than  sixteen  thousand? 

Mrs.  Samuels: 

There  are  a number  of  applications  on  file  and  I'll  look  into 
them  for  you,  but  as  1 recall  most  of  the  applicants  were 
rather  inexperienced  in  research.  I'd  say  off  hand  that  it'll 
be  difficult  to  replace  him  for  less  than  sixteen  thousand. 

Mr.  Fulton  to  Mr.  Brock:  Bob,  do  you  think  the  cost  of  a computer  would  be 

offset  by  production  gains? 
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Mr.  Brock:  Yes,  I do.  According  to  my  rough  calculations  the  use  of  a 

computer  twenty  hours  a week  would  be  worth  a least  $10,000 
a year  to  us. 

Mr.  Pindars  For  the  time  being,  let's  have  Mrs.  Samuels  look  for  a re- 
placement for  Corelli.  If,  after  say  a month,  we  are  stiU 
unable  to  find  the  right  man  we'll  give  serious  consideration 
to  computer  services.  Thank  you  very  much  for  your  opinions. 
(Rising) 

(Exit  Mrs.  Samuels  and  Mr.  Brock) 

Mr.  Fulton  (leaving):  I'll  have  the  quarterly  report  ready  for  you  this 

afternoon.  (Exit) 


Unit  5:  Stimulating  Efficiency 


In  Unit  3 you  studied  how  man  decides  what  to  produce.  Unit  4 emphasized 
that  a decision  about  what  to  produce  results  in  a shifting  or  allocation 
of  the  available  factors  of  production.  The  third  basic  economic  decision 
which  man  faces  is  how  to  use  the  scarce  factors  of  production  efficiently, 
so  that  he  will  get  as  much  out  of  them  as  possible.  Economists  often  re- 
fer to  this  as  getting  the  largest  possible  OUTPUT  of  goods  and  services 
out  of  a given  amount  of  INPUT  of  the  factors  of  production.  Efficiency  is 
a synonym  for  productivity  and  refers  to  how  well  scarce  resources  are  used. 
It  must  not  be  confused  with  production  (or  Output)  which  is  simply  a 
statement  of  how  much  goods  and  services  are  produced. 

I.  First  Situation 

A.  The  story  of  Dave  and  his  efforts  to  increase  his  efficiency  as  a 
lawn  mowing  expert  may  help  you  see  how  efficiency  of  operation 
may  increase  productivity. 

A Matter  of  Efficiency 

Dave  was  given  a new  weekend  chore.  His  parents  had  decided  that  he  ought 
to  do  something  to  help  keep  the  garden  neat.  He  had  to  cut  the  front  and 
rear  lawns  every  Saturday  during  the  summer  before  he  could  go  off  with  his 
friends  to  the  swimming  pool.  Each  weekend  he  dragged  the  old  hand  mower 
out  of  the  garage  and  began  to  cut  the  grass  in  a haphazard  manner.  Back 
and  forth  across  the  lawn  he  went,  sometimes  having  to  go  over  an  area  two 
or  three  times  before  the  grass  was  short  enough.  "Gee,"  he  muttered,  "why 
don't  we  plant  concrete  and  paint  it  green."  At  other  times  he'd  think  how 
much  better  it  would  be  if  the  mower  blades  were  five  feet  long  --  "a  cpuple 
of  swipes  and  I'd  have  it  done."  Then  he'd  wonder  how  he'd  ever  turn  a five 
foot  mower  around  at  the  end  of  each  run.  It  was  bad  enough  turning  this 
one  with  a 20  inch  blade.  After  the  grass  was  cut  he  had  to  rake  the  clip- 
pings and  load  them  into  a garbage  can.  When  the  job  was  finished  two  and 
a half  hours  of  his  precious  Saturday  time  were  gone  but  he  knew  he  had  to 
do  this  before  he  could  go  to  the  swimming  pool  or  to  a movie. 

On  one  particular  Saturday  morning  a friend  stopped  by  to  wait  for  him.  As 
Dave  rushed  to  get  the  job  done,  Jim  suggested  that  he'd  do  his  job  quicker 
if  he'd  plan  it  a little  better.  Instead  of  going  back  and  forth  across  the 
lawn,  he  showed  him  how  to  go  around  the  whole  lawn  a strip  at  a time  gradu-' 
ally  working  in  to  the  middle.  "That  way,"  Jim  said,  "you'll  see  where  you 
are  and  you  won't  have  to  turn  the  mower  around  at  the  edge  of  the  lawn 
every  few  minutes."  Dave  followed  his  advice  and  cut  his  time  to  two  hours. 

The  following  week  he  was  still  concerned  about  the  time  he  was  spending  on 

the  lawn  so  he  looked  around  in  the  garage  for  the  canvas  grass  catcher. 

He  found  it  behind  the  storm  windows.  It  was  almost  new  — his  father  never 

had  used  it.  "Too  much  trouble  to  keep  it  on,"  he'd  say.  Dave  tightened 

up  one  or  two  screws  and  fitted  it  on  to  the  mower.  That  morning  he  cut  his 
time  to  one  and  a half  hours  and  didn't  forget  to  let  his  father  know  how 
quickly  he  was  getting  the  job  done.  His  father  seemed  quite  impressed  but 
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then  added  half  seriously,  "That's  too  bad  — you  were  taking  so  long  to 
get  it  done  that  I had  almost  decided  to  buy  a power  mower.  Now  that  you 
are  so  efficient  I guess  I wont1  have  to." 

Dave  lost  no  time  in  convincing  his  father  that  with  a power  mower  he  would 
do  the  job  even  faster  and  it  would  be  so  much  neater,  too.  Besides,  if 
they  had  a power  mower  he'd  earn  his  pocket  money  by  cutting  the  neighbor's 
lawns  while  they  were  on  vacation.  "We'll  see  about  that  when  the  time 
comes,"  said  his  father. 

One  week  later  Dave  was  out  early  zipping  through  the  grass  with  the  new. 
mower.  He  didn't  even  have  to  rake  or  dump  the  cuttings.  This  new  machine 
cut  them  up  so  fine  that  they  could  be  left  on  the  lawn.  He  didn't  have  to 
push  either.  With  a little  gasoline,  a yank  on  the  starter  and  a good 
straight;  eye  he  cut  even  the  longest  grass  with  ease.  In  40  minutes  the 
job  was  complete  and  as  he  grabbed  his  suit  and  towel  he  thought,  "Good 
deal!  Boy,  talk  about  efficiency!" 

B.  The  definition  of  efficiency  may  be  further  explored  by  making  some 
measurements  of  efficiency.  To  do  this  we  must  know: 

1.  the  Output  - how  much  goods  and  services  are  produced. 

2.  the  Inpdt  - the  total  cost  (in  time  or  money)  needed  to  produce 
the  output. 


Efficiency  is  a comparison  between  the  Output  and  the  Input  and  is 
expressed  by  economists  as  a formula: 

Output  or  0 
Input  I 

The  comparative  efficiency  of  a person,  industry  or  nation  at  one 
time  may  be  compared  with  the  efficiency  at  another  time  by  the 
following: 


Efficiency  at  a given  period  or  time 
Efficiency  at  a previous  period  or  time 

which  is  actually  Output 

I nput 

Output 

Input 

With  these  formulas  in  mind  we  may  calculate  efficiency. 

C.  Efficiency  as  a comparison  between  inputs  and  outputs  may  be  further 
refined  in  the  case  of  Pat's  scarves: 

Pat  volunteered  to  knit  four  small  scarves  for  babies  for  a charity 
bazaar.  She  had  just  learned  to  knit  and  was  interested  in  seeing 
how  much  more  efficient  she  would  be  as  her  scarf  project  progressed. 
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To  do  this  she  kept  the  foilwing  record: 
First  Scarf 


Wool  $1.00 
Needles  • 75 
Pattern  *25 
Time  (6  hours  <©  50$  per  hour)  3.0,0 

Total  Input  * .00 


The  scarves  were  tagged  to  sell  at  the  bazaar  for  $5.00,  which  can 
be  considered  the  output. 

Pat's  first  scarf  took  six  hours  because  of  her  inexperience  (she 
had  to  rip  it  out  twice  and  begin  over  again).  When  the  next  attempt 

was  made  she  benefited  from  her  experience. 

Next  Three  Scarves 

Wool  $3.00 

*Need 1 es  • ^5 

^Pattern  »25 

Time  (7  hours  (®  50$  per  hour)  3.50 

Total  Input  $7.50 

Output  *=  $15.00 

Pat's  efficiency  may  be  calculated  by  using  the  formula: 

Output  for  second  attempt 
Input  for  second  attempt 
Output  for  first  attempt 
Input  for  first  attempt 

Because  of  Pat's  increased  skill  at  knitting  she  was  twice  as 
efficient  in  her  second  attempt  than  In  her  first. 

II.  Second  Situation;  Specialization 

A.  Now  that  you  have  defined  efficiency  as  a relationship  between  total 
inputs  and  total  outputs  consideration  must  be  given  to  the  means 
used  to  stimulate  greater  efficiency.  Perhaps  the  best  known  stim- 
ulator of  efficiency  is  specialization,  which  may  be  divided  into 


*For  the  sake  of  simplicity  we  have  not  included  consideration^  the 
depreciation  of  needles  and  pattern.  A precise  attempt  at  calculating  eff 
ciency  would  take  this  into  consideration.  In  this  instance,  however,  we 
are  mainly  interested  in  how  Pat  increased  her  personal  efficiency  by  ex- 
perience. 
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three  basic  types: 

1.  Specialization  due  to  division  of  labor. 

2.  Specialization  due  to  equal  advantage. 

3.  Specialization  due  to  comparative  advantage. 

B.  The  first  part  of  this  situation  involves  a classroom  activity 
illustrating  specialization  due  to  equal  advantage. 

C.  The  following  illustration  is  intended  to  introduce  you  to  the 
notion  of  comparative  advantage: 

For  several  years  the  Kingsley  Corporation  operated  two  plants  in  Springfield 
and  Yonkers.  Both  plants  produced  electric  irons  and  toasters.  The  follow- 
ing chart  shows  the  typical  yearly  production  for  both  plants. 


El ectri c 

Time 

Electric  "1 

Time 

Plant 

1 rons  Produced 

Spent 

Toasters  Produced 

Spent 

Springfield 

6,000 

1/3  year 

8,000 

2/3  year 

Yonkers 

4,000 

1/3  year 

4,000 

2/3  year 

Totals 

10,000 

2/3  year 

12,000 

1-1/3  year 

The  corporation's  economist  suggested  that  production  could  be  increased  if 
both  plants  specialized.  Which  plant  should  specialize  in  producing  irons 
and  which  plant  should  specialize  in  producing  toasters?  You  can  see  that 
the  Springfield  plant  was  more  efficient  than  the  Yonkers  plant  in  the  pro- 
duction of  both  irons  and  toasters.  For  every  four  irons  produced  by  the 
Yonkers  plant  the  Springfield  plant  turned  out  six  irons  over  the  same 
period  of  time  (one-third  of  a year)  and  for  every  four  toasters  made  at 
the  Yonkers  plant  the  Springfield  plant  produced  eight  in  the  same  time 
period  (two-thirds  of  a year).  Consequently,  the  economist  concluded  that 
the  Springfield  plant  should  spend  the  whole  year  specializing  in  the  pro- 
duction cf  toasters  where  they  had  a two  to  one  advantage,  and  that  the 
Yonkers  plant  should  produce  only  electric  irons  because  in  producing  irons 
they  had  the  least  comparative  disadvantage  (six  to  four  or,  reducing  this 
to  lowest  terms,  three  to  two).  The  production  of  the  two  plants  showed 
these  results  under  the  new  production  program. 


Plant 

Electric 
Irons  Produced 

Time 

Electric 

Toasters  Produced 

Time 

Spent 

Springfield 

0 

0 

12,000 

1 year 

Yonkers 

12,000 

1 year 

0 

0 

Total s 

12,000 

1 year 

12,000 

1 year 

1 


57 


Thus  specialization  in  terms  of  comparative  advantage  resulted  in  a pro- 
ductivity  gain  of  2,000  electric  irons. 

D.  The  following  tables  are  to  be  used  in  a classroom  experiment 
illustrating  the  gains  due  to  comparative  advantage. 


III.  Third  Situation:  Scale  of  Production 


is  the  Ford  Motor  Company  which  began  as  the  Detroit  Automo  ' ®b  'n 

1899  when  Henry  Ford  had  accumulated  enough  money  and  sk,  1 to  begin  . 


manufacture  of  automobiles, 
produced  twenty  cars . Why? 
gives  the  answer. 


In  the  two  years  of  its  existence  this  company 
This  description  by  historian  Allan  Nevins 


The  First  Fords 


The  men  assembled  the  motors  on  a bench.  The  frame  of  J*®  “r  *** 

D laced  on  wooden  horses,  and  the  motor,  transmission,  springs,  and  axles 
were  installed.  This  furnished  a complete  chasis;  wheels  wei e then 
ed  and  finally  the  body  (that  is,  sides,  seats,  cushions,  dash,  and  so  on) 

*as  assembled. \ .An  imLnse  amount  of  detailed  hand  work  was  inyo  ved,  with 
was  assemDieu.  • f Darts  that  did  not  ft,  and  much  drilling, 
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windshield,  horns,  fenders,  steps,  and  so  on  — seemed  staggering.  The 
marvel  is  that  any  of  these  elaborate  early  carriages  got  put  together 
correctly,  and,  with  all  their  bolts,  rivets,  screws,  and  other  vulnerable 
connections,  proved  durable  as  day- i n-and-day-out  conveyances.1 

It  took  almost  three  months  to  assemble  one  car!  One  of  the  reasons 
for  the  company's  failure  was  that  the  car  was  too  expensive  to 
produce  and  too  few  people  could  buy  it.  in  1908,  however,  Ford 
had  so  organized  the  techniques  of  mass  production  as  to  be  able  to 
produce  the  Model  T (which  for  nineteen  years  was  Ford's  major 
product)  and  sell  it  at  a lower  price  than  other  cars.  As  produc- 
tion increased  and  the  company  became  more  efficient  the  price  of 
the  Model  T fell  from  $809  in  1908  to  $380  in  1926. 

Profits  were  used  to  expand  facilities  which  led  to  still  greater 
productivity.  Large  scale  purchases  of  raw  materials  and  parts 
decreased  the  cost  of  these  items  thus  allowing  more  money  to  be 
used  for  expansion.  Assembly  plants  were  set  up  in  various  parts 
of  the  country  cutting  the  cost  of  transporting  complete  automo- 
biles. By  1914  the  moving  assembly  line  was  in  operation.  All 
these  innovations  increased  the  efficiency  of  Ford  Motor  Company 
and  its  production  of  automobiles  rose  from  20  in  1900  to  8,000 
in  1907  and  250,000  in  1 91  ^+!2 

1.  Will  an  increase  in  the  scale  of  enterprise  always  result  in 
more  efficient  production? 

2.  Can  you  think  of  any  ways  in  which  an  increase  in  enterprise 
might  result  in  less  efficiency? 

IV.  Fourth  Situation:  Motivation  about  being  efficient 

A.  In  the  previous  situations  we  attempted  to  define  efficiency  as  the 
use  of  scarce  resources  so  that  we  get  as  much  out  of  them  as 
possible.  It  was  also  shown  how  specialization  and  scale  of  pro- 
duction may  stimulate  the  most  efficient  use  of  resources.  This 
fourth  learning  situation  deals  with  the  question:  "Why  should 

people  care  about  being  efficient?" 

Why  are  you  more  efficient  at  one  job  than  another? 


1 Allan  Nevins,  Ford : The  Times » The  Man,  The  Company,  (New  York: 

Charles  Scribner's  Sons,  195*0,  184  ff.  Reproduced  by  permission. 

^A  detailed  account  of  the  Ford  Motor  Company  may  be  found  in  Casebook 
jn  Bus  inass  H i story  and  Economic  Concepts  for  use  in  Secondary  School s, 
edited  by  Ralph  W.  Hidy  and  Paul  E.  Cawein,  Copyright  1965  by  the  City  of 
Newton,  Massachusetts. 
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B Some  idea  of  the  factors  involved  in  the  motivation  to  care  about 
being  efficient  may  be  had  by  speculating  about  the  reasons  for 
Bill's  efficiency  and  Don's  lack  of  it  in  the  following  instance: 

Bill  and  Don  operate  lathes  in  an  automobile  parts  factors,.  They 
produce  the  same  type  of  parts,  work  an  equal  number  of  hours  and 
are  paid  by  the  number  of  finished  parts  they  produce. 

Each  month  the  production  manager  indicates  on  a chart  the  pro- 
ductivity  of  each  worker.  The  chart  shows  that  Bill  is  consistently 
ahead  of  Don  as  far  as  productivity  is  concerned.  The  owner  of  the 
factory  asks  the  production  manager  for  an  explanation  of  the  dif- 
ference between  the  two  workers.  How  would  you  explain  it.? 


Unit  6:  Dividing  the  Goods  and  Services 


rhe  previous  units  explored  the  processes  by  which  a soc  ety  dec. des  what 

and  services  it  wants  to  produce  and  how  these  decisions  affected  the 
goods  and  serv  ces  it  wan  ^ ,a|ned  how  a society  could  make  the 

o?  the  good;  and  slices,  is  also  influenced  by  scarcity:  Which  members 

of  society  will  get  what  goods  and  services? 


Ways  of  dividing  goods  and  services  among  consumers. 


, First  Situation: 

A In  some  cases  a society  may  decide  to  distribute  certain  goods  and 
services  equally  among  all  members  of  society.  Examples  °f 5 
type  of  distribution  in  our  society  are  the  services  of  public 

school  education  for  all  children  and  police ™ 
citizens  In  other  cases,  a society  may  decide  to  distribute  cer 
tain  goods  and  services  according  to  the  status  of  individuals  in 
the  society.  One  example  of  this  type  of  distribution  in  our  society 
Is  found  in  the  armed  forces  where  officers  usually  have  living 
quarters  which  are  superior  to  those  of  enlisted  men.  In  some 

societies,  kings,  chiefs,  sheiks,  medicine  men  receive  a HtatSs 
averaqe  share  of  goods  and  services  merely  because  of  their  statu 
!n!he  society.  A society  may  also  decide  to  distribute  certain 
goods  and  services  on  the  basis  of  competitive  bidding 
the  members  of  the  society.  In  this  case,  the  abi  Litjr  and  will  ifflfl 
ness  0f  the  consumers  determines  who  gets  what  goods  and  services. 

B Read  the  following  account  of  the  distribution  of  goods  and  services 
at  the  Lei  and  County  Fair  and  then  list  examples  of  each  di.tr.bg- 
tion  in  the  form  provided  under  the  passage. 

Leland  County  Fair 

s r sit  a sasiAi’SSS 

officUlsTand  their  families.  Each  of  the  charter  members  also  r®c«'^ 
four  ««1  lent  reserved  seats  nearby.  Hundreds  of  small  amusement  and  re- 
tour  excellent  streets  of  the  fairgrounds.  Ferris  wheels, 

Mterntl lars^electrfc  bump-cars!  and  all  kinds  of  novel  and  exciting  rides 
“re  erlited’ during  fair  week  for  those  who  had  the  courage  and  the  money 
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to  enjoy  them.  In  a week's  time  some  people  spent  next  to  nothing,  others 
as  much  as  $50;  but  everyone  could  find  some  enjoyment,  some  change  from 
their  daily  routine  at  the  County  Fair. 

Table  I 

Distribution  of  Goods  and  Services: 

(At  the  Fai r) 


Equal  Distribution 

By  Status 

By  Ability  and 
Willi nqness 

C.  Now,  leaving  the  fair,  what  other  examples  of  each  type  of  distribu- 
tion can  you  think  of  in  our  society  or  other  societies? 
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Table  II 


Distribution  of  Goods  and  Services 
(Other  Examples) 


A day  at  the  Leland  County  Fair  was  an  annual  event  for  the  Jorgensen  family, 
and  for  months  they  had  been  setting  aside  money  for  use  at  the  fair.  Mr. 
Jorgensen  had  budgeted  twenty  dollars  and  his  wife  fifteen  for  purchases  at 
the  fair.  Eric,  who  was  sixteen,  had  saved  nine  dollars  from  money  earned 
mowing  lawns  and  doing  odd  jobs  during  the  summer  months,  while  fourteen- 
year-old  Ingrid  had  kept  aside  five  dollars  from  her  al lowance  and  baby- 
sitting money.  The  youngest  member  of  the  family,  eight-year-old  Kathy, 
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had  struggled  to  save  two  dollars  from  her  weekly  allowance. 

The  rides  along  the  midway  could  not  be  reached  soon  enough  for  the  three 
children.  After  two  wild  rides  on  the  tilt-a-whirl  Ingrid  began  to  feel  a 
little  woozy  and  Eric  was  just  tired  of  rides,  but  Kathy  had  only  begun. 

She  took  rides  on  two  other  spine  tingling  attractions  while  the  rest  of 
the  family  watched.  Kathy  and  Eric  walked  through  the  pig  and  sheep  barns, 
while  the  others  went  to  see  "The  State's  Finest  Horse  show,"  for  a dollar. 

As  the  pair  wandered  about  the  fairgrounds  the  roar  of  a motorcycle  sidesi.^w 
droned  in  their  ears.  It  proved  to  be  irresistible  and  Kathy  asked  Eric  to 
loan  her  a dollar  so  she  would  have  some  money  left  for  lunch.  Eric  gave 
the  ticket  seller  two  dollars  and  the  two  walked  in  to  see  the  dare-devil 
riders  do  their  stuff.  It  was  a long  and  exciting  show  and  both  agreed, 
the  highlight  of  the  fair  for  them.  There  had  even  been  a chimpanzee  train- 
ed to  ride  around  the  inside  of  a huge  barrel.  As  they  walked  out  of  the 
noisy,  smoke-filled  tent,  Eric  spotted  the  rest  of  the  family  strolling 
down  the  midway. 

When  they  reached  their  parents,  Eric  and  Kathy  suddenly  realized  it  was 
past  twelve  o'clock  and  they  were  hungry.  Mrs.  Jorgensen  remembered  that 
the  Reston  Grange  had  a tent  nearby  and  they  always  had  the  best  lunches  at 
the  fair.  This  year's  menu  included  Mr.  Jorgensen's  and  Eric's  favorite 
southern  fried  chicken  with  ail  the  tr ironings  for  $1.25*  double  deluxe  ham- 
burgers with  French  fried  potatoes  and  cole  slaw  for  only  50$,  extra  thick 
jumbo  milkshakes,  25$.  And  who  could  pass  up  some  of  Grandma  Olsen's  home- 
made pie  and  ice  cream  for  only  a quarter?  Kathy's  appetite  for  hamburgers 
and  milkshakes  was  at  its  peak  by  now.  The  others  ordered  the  chicken 
dinner  and  homemade  pie.  Ingrid  wasn't  able  to  finish  her  chicken,  and  so 
she  didn't  order  any  pie.  Eric  was  only  too  happy  to  oblige  her  by  eating 
the  rest  of  her  chicken. 

The  kids  had  gained  their  second  wind  after  lunch  and  were  all  set  to  hike 
off  together  to  see  the  other  features  of  the  fair,  but  first  they  made 
arrangements  to  meet  their  parents  in  the  commercial  and  industrial  displays 
building  later  in  the  afternoon.  Along  the  midway  one  could  buy  a wide 
variety  of  souvenirs  for  fifty  cents  each,  and  balloons  on  sticks  for  a 
quarter.  Amusement  park  rides  were  also  twenty  five  cents.  Eric  felt  badly 
about  not  bringing  his  girlfriend  to  the  fair  so  he  felt  obligated  to  get 
her  a souvenir  key  chain.  Ingrid  wanted  to  add  another  pennant  to  her 
growing  collection  on  her  bedroom  wall.  She  finally  found  a beauty  with 
a show  horse  painted  on  it.  By  now,  Kathy  had  only  one  quarter  left  of  her 
two  dollars  and  was  undecided  as  to  whether  she  should  spend  it  on  cotton 
candy  or  a balloon.  She  finally  chose  the  balloon  since  it  would  last  long- 
er and  be  much  more  fun.  After  they  had  taken  in  a few  of  the  free  exhibits 
Kathy  began  to  complain  of  being  tired  and  of  having  sore  feet,  so  the  three 
started  toward  the  commercial  building  earlier  than  planned. 

They  didn't  find  their  parents  immediately  and  many  of  the  exhibits  here 
were  quite  fascinating,  even  for  Kathy.  There  were  booths  where  free  samples 
of  cheese  were  given  away,  demonstrations  of  the  latest  kitchen  gadgets,  and 
displays  of  recent  developments  in  agricultural  machinery.  Eric  began  to 
toy  with  the  idea  of  buying  a ratchet  wrench  as  a birthday  gift  for  his 
father.  He  could  have  bought  one  for  $4.50,  and  almost  did.  Then  his  eyes 
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cauqht  sight  of  a kit  of  wrenches  which  he  could  easily  attach  to  his  m° tor- 
bike.  It  wasn't  that  he  didn't  want  to  buy  his  father  the  wrench,  but-j-we!  i , 
that  kit  would  be  so  useful  and,  anyway,  it  was  a dollar  cheaper  than 
ratchet  wrench.  He  had  just  purchased  the  kit  when  his  father  walked  up  wi 

a ratchet  wrench  in  his  hand.  It  so  happened  that  thi s the .^Id'wanted 
h_  had  seen  at  the  fair  that  he  both  wanted  and  could  afford.  Ingrid  wante 

to  Euv  someth! ng  for  both  her  mother  and  father.  The  sight  of  a lady  demon- 
strating cake  decorators  gave  her  the  idea  of  buying  a decorator  set  for  her 
motherland  then  using  it  to  make  a cake  for  her  father  s birthday.  *he 
purchased  the  set  for  $1.25,  and  presented  it  to  her  mother.  Mrs.  J°^gensen 
was  also  interested  in  the  booth  displaying  kitchen  gadgets  such  as  knife 
sharpeners,  can  openers  and  potato  peelers.  She  spent  a total  of  $7.50  on 
an  assortment  of  such  things. 

It  had  been  a long  day  and  when  eight  year  old  Kathy  began  tocry h^Se 
her  balloon  popped  and  Ingrid  began  to  tease  Eric  about  the  gift  he  had 
bought  for  his  girlfriend,  Mr,  Jorgensen  headed  toward  the  parking  lot. 
For9the  Jorgensen  family  at  least,  the  Leland  County  Fair  was  over. 

B Using  the  information  from  the  preceding  story  fill  in  the  amounts 
spent  on  each  of  the  items  in  the  blank  table  below: 

Table  III 


Original 
Money 
( I ncome) 


Mr. 

Jorgensen 

Mrs. 
Jorgensen 

Eric 


Ingrid 


Amount  spent  on 


Rides 


Shows  & 
Side- 
shows 


Food 


Souve- 
ni  rs 


Gadgets 

or 

Merchan- 

dise 


Total 

Money 

Spent 


C. 


To  get  an  idea  of  how  increased  ability  to  buy  affects  one's  willing- 
ness to  buy,  study  the  statistics  in  Table  IV  and  then  follow  the 
directions  for  establishing  a simplified  budget. 
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Table  IV 


Personal  Income  Received  by  Each  Fifth  and  the  Top 
Five  Percent  of  Families  and  Unattached  Individuals 

(Consumer  Units)* 


Fraction  of  the 
Population 

Percent  of  Total 
1 ncome 

Average  Income  in 
each  bracket 
( In  1964  Dol lars) 

Group 

Lowest  1/5  \ 

4.6% 

$ 1,662 

1 

Second  1/5  J 

10.9% 

3,966 

2 

Third  1/5  ^ 95% 

16.3% 

5,938 

3 

Fourth  1/5  | 

22.7% 

8,241 

4 

Fifth  1/5  J 

45.5% 

16,505 

5 

Top  5% 

19.6% 

28,482 

6 

Select  one  of  the  income  groups  which  you  will  use  in  determining 
what  influence  ability  to  buy  has  on  willingness  to  buy: 


^Adapted  from  Statistical  Abstract  of  the  United  States,  U.  S.  Department 
of  Commerce,  Bureau  of  the  Census,  1984. 


On  the  basis  of  the  group  you  chose,  decide  how  much  money  you  would 
set  aside  for  each  of  the  seven  categories  listed  in  the  following 
budget : 


Simplified  Estimated  Budget  For  A Yearly  Income 

of 

(fill  in  the  amount  for 

the  income  group 
selected  from  Table  IV) 

Budqet  Item 

Amount 

Taxes 

Food 

Clothing 

Housing 

Automob i le 

Recreation 

Med  ? ca 1 

Savings 

Mi  seel laneous 

Total 

Now  select  another  income  group  either  higher  or  lower  than  your 
first  choice  and  make  another  simplified  budget  at  that  income  level 


Simplified  Estimated  Budqet  For  A Yearly  Income 

of 

Budqet  Item 

Amount 

Taxes 

Food 

Clothing 

Hous i ng 

Automob i le 

Recreation 

Med i ca 1 

Savings 

Miscellaneous 

Total 

tmbam 
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1.  Which  budget  items  showed  the  most  change  as  you  moved  from  one 
income  level  to  another? 

2.  What  conclusions  can  you  come  to  about  a change  in  a person's 
ability  to  buy  and  its  affects  on  his  willingness  to  buy? 


III.  Third  Situation:  The  businessman  as  a consumer  of  goods  and  services 


A.  The  amount  of  goods  and  services  consumed  by  a businessman  in  the 
operation  of  his  firm  will  also  depend  upon  his  ability  and  willing- 
ness to  buy.  An  examination  of  a businessman's  consumption  expendi- 
tures, however,  shows  that  his  ability  and  willingness  to  buy  are 
based  on  somewhat  different  decisions  than  those  of  the  individual 
consumer. 


The  ability  of  the  individual  consumer  to  buy  is  based  on  his  income 
plus  the  amount  of  credit  he  is  able  to  get;  the  businessman  has  two 
other  ways  of  increasing  his  ability  to  buy  - depreciation  allowances 
and  retained  profits.  Both  of  these  will  be  explained  in  the  imagi- 
nary case  study  that  follows. 

The  willingness  of  a businessman  to  buy  goods  and  services  also  de- 
pends on  somewhat  different  decisions  than  those  of  the  individual 
consumer.  The  average  individual  desires  goods  and  services  for 
his  own  consumption  in  the  present,  while  the  businessman  as  busi- 
nessman consumes  in  the  present  with  his  eye  more  on  the  future  de- 
sires of  consumers.  For  this  reason  his  willingness  to  buy  now  is 
determined  by  his  estimation  of  what  his  future  sales  will  be.  This 
estimate  of  the  future  is  based  upon  the  experiences  of  the  business- 
man in  the  past.  He  is  concerned  with  general  business  conditions, 
the  prospects  for  the  industry  of  which  he  is  a part,  and  the  pros- 
pects for  his  particular  firm.  All  of  these  are  also  part  of  the 
imaginary  case  study. 


The  Ralston  Camera  Company 

Robert  Ralston  started  making  simple  box  cameras  back  in  19^6.  His  cameras 
cost  a few  dollars  more  than  the  other  box  cameras  on  the  market  but  the 
quality  of  the  material  he  used  and  the  careful  workmanship  made  them  sturdy 
and  dependable.  They  sold  very  well  and  by  1950  Ralston  found  it  necessary 
to  expand  his  production  in  order  to  meet  the  purchase  orders  for  his  cameras. 
In  addition  to  increasing  the  production  of  his  box  cameras,  he  decided  to 
start  producing  a high  quality  camera  for  use  by  professional  photographers. 
The  1 948  expansion  cost  $350,000.  He  was  able  to  borrow  $100,000,  enough 
to  cover  the  cost  of  expanding  the  box  camera  production,  from  a bank.  But 
the  bank  did  not  want  to  risk  investing  in  the  professional  camera  project. 

He  had  $50,000  in  personal  savings,  but  he  still  needed  an  additional 
$200,000  to  start  producing  his  professional  camera.  He  decided  to  change 
the  form  of  his  business  from  an  individual  proprietorship  to  a corporation. 
This  meant  that,  instead  of  being  the  sole  owner  of  his  business  and  taking 
all  the  risks  himself,  he  could  now  sell  shares  of  stock  which  entitled  the 
buyers  to  a part  of  the  ownership  of  the  Ralston  Camera  Company.  The  stock 
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, 4.  4:  fho  risk  and  in  return  they  also 

share<JS  inrthe'prof  Its'  if  the  c^pany  made  any’profits. 

The  Ralston  Pro  II,  as  the  ^jsed  model  was  that  led  to  the 

The  same  use  of  rugged  materials  and  sk  es(.ab|ished  the  Pro  II  « a f 'rst- 

indust rie°C suffered  from  a reduction  or  sales. 

Each  year,  before  making  «£*Erv 

set  aside  some  of  the  corporation  s' ^"“cess  of  production.  The  worth  of 
and  other  equipment  worn  downinthe  process^  ^ or  th  economist 

the  machinery  and  equipment  dec'  "®d  J?  ces  for  this  depreciation,  the 
puts  it,  it  depreciated.  By  makl"9m^'Ho  replace  the  machinery  and  equ.p- 
corporation  had  accumulated  enough  money  to  repi  ratlon  also  re- 

3 — » it «-  u ».id «»• 

ssfKiS » “”9.  i» • “•*  - ■”*  s,“k‘ 

company.  . 

Business  was  very  good  for  . ' iL'genera  1 "level  "o^  bust  ness 

seemed  to  indicate  a co"t,nu‘  ^ P .p  for  a11  businessmen  in  determining 
activity  is  an  important  a°n='d^a*s  Jj  services,  but  for  the  camera  in- 
their  willingness  to  invest  in  g gs  are  iuxury  items  and,  conse- 

dustry  it  is  especially  ,mp°r^  raster  than  more  necessary  things  1 ike  food 
quently,  ‘helr  sal^  .r.  reduced  fa. ^ ™ „r>  Ralston  felt  that  the 

genera°  1 y'  prosperou^condulon^wou,  d 

In  fact,  he  believed  that  PeoP'®  be%e"  The"pro° II  to! d^o/ $580  and 

cameras  in  that  price  range. 

using  the  depreciation  .allowances  to  Jr^ase  newjch.nery  S'taJ’wchlwy 
-"thl  new 

- SL-rat  usually  heavy  Christmas  season  saies. 

• re  in  the  story  where  the  Ralston  Camera  Company 

1.  At  the  two  points  in  ‘ke.?ff Jent  cirCumstances  might  have  made 
decided  to  expand,  what  different  c 

them  unwilling  to  expand. 

i lm!h,  tn  nurchase  production  equipment 

2.  The  Ralston  Company  s ab  li  y t PtwQ  nsion  periods  What 

was  determined  differently  in  . . t buy  j„  each  expan- 

factors determined  the  company's  ability  to  uuy 

sion  period? 
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B.  Assignment:  The  following  story  is  incomplete.  It  creates  the 

kind  of  situation  a businessman  might  face.  Using  what  you  have 
learned  about  the  relationship  between  ability  and  willingness 
in  the  Ralston  Camera  Company  story,  put  yourself  in  Mr.  Delebar's 
position  and  choose  one  of  the  three  alternatives  presented. 

There  is  no  one  correct  choice.  However,  you  should  be  able  to 
justify  your  choice  in  terms  of  ability  and  willingness — the  main 
factors  influencing  your  decision.  Complete  the  story  by  having 
Mr.  Delebar  come  to  a decision  and  giving  an  explanation  of  the 
reasoning  behind  the  decision. 

The  Delebar  Company 

In  1922  George  Delebar  established  a small  factory  to  produce  electric  win- 
dow fans.  He  set  up  a corporation  and  his  uncle  and  three  friends  supplied 
him  with  $4,000  in  return  for  40  percent  of  the  stock.  After  some  setbacks 
during  the  1930's,,  the  company  was  quite  successful  from  1940  to  1950. 

From  1950  to  1962,  the  sales  of  Delebar  window  fans  declined  steadily  due  to 
the  increased  demand  for  air-conditioners.  The  decline  in  sales  stopped 
during  the  period  from  1962  to  1 965  with  yearly  sales  remaining  fairly  con- 
stant at  16,000  fans  per  year.  This  is  a substantial  reduction  from  the 
peak  production  of  24,000  fans  in  1950,  but  it  is  adequate  enough  to  keep 
the  company  operating. 

Most  of  the  present  production  equipment  was  purchased  in  1948  and  is  now 
worn  out.  Mr.  Delebar  must  make  a decision  about  the  future  of  his  small 
corporation.  General  business  conditions  are  very  good.  So  good,  in  fact, 
that  more  and  more  people  have  the  money  and  the  desire  for  devices  to  cool 
their  homes.  The  problem  for  the  Delebar  Company  is  that  the  large  number 
of  those  persons  are  now  able  and  willing  to  buy  air-conditioners  or  large 
multi-speed  fans  and,  consequently,  the  demand  for  the  $15  Delebar  window 
fan  with  a ten  inch  blade  has  declined. 

To  replace  enough  equipment  to  allow  the  company  to  continue  producing  around 
16,000  of  the  10  inch  window  fans  per  year  would  require  an  investment  of 
$20,000.  Through  depreciation  allowances  and  retained  profits  the  company 
has  saved  $10,000,  and  the  additional  $10,000  could  be  loaned  from  a bank. 

Mr.  Delebar  is  also  considering  the  possibility  of  discontinuing  the  produc- 
tion of  10  inch  window  fans  and  switching  to  the  production  of  24  inch  por- 
table fans.  The  roll -around  24  inch  portable  fan  competes  more  favorably 
with  air-conditioners,  but  many  companies  are  already  producing  such  fans. 
According  to  Mr.  Delebar's  calculations,  it  would  cost  $50,000  to  purchase 
the  equipment  necessary  to  start  production  on  24  inch  portable  fans  and 
this  would  mean  selling  additional  stock  in  the  company  to  raise  the  extra 
$30,000. 

A third  alternative  would  be  to  switch  production  to  large  36"  fans  for  attic 
installation.  These  large  exhaust  fans  are  often  used  even  in  buildings  and 
homes  that  have  air-conditioning.  This  type  of  fan  is  not  usually  sold  in 
department  stores,  however,  and  this  would  mean  that  the  Delebar  Company 
would  have  to  find  new  retail  sales  outlets  for  its  product.  Here  again  the 
investment  would  be  around  $50,000  for  new  equipment  with  $30,000  coming 
from  additional  stockholders. 


Unit  7:  Definition  of  Flows 


The  dynamic  nature  of  economic  activity  may  be  viewed  as  a continuous  or 
circular  interaction  between  two  flows:  the  flow  of  goods  and  services  and 

the  flow  of  money  used  to  buy  the  goods  and  services. 

I.  First  Situation:  Introduction  to  the  Two  Related  Flows 

A The  notion  of  economic  flows  may  be  illustrated  by  a series  of 

diagrams  which  trace  in  some  detail  the  various  stages  in  the  pro- 
duction of  a wool  suit  from  raw  wool  to  finished  product.  In  this 
instance  we  will  actually  retrace  the  stages  of  production  from 
consumer  through  retailer,  wholesaler,  tailor,  weaver  and  farmer. 

At  each  stage  in  the  process  special  attention  will  be  given  to  the 
successive  changes  which  occurred  in  the  value  of  the  suit.  The 
stages  are  illustrated  by  the  narrative  and  diagrams  below: 

The  Route  of  a Suit 

Mr.  Chasnik’s  job  requires  him  to  wear  a suit  every  working  day  because  he 
must  meet  customers  in  his  office.  But  he  must  also  go  into  the  machine  shop 
and  inspect  the  progress  of  the  work  being  prepared  for  his  customers.  This 
means  that  his  suits  receive  a lot  of  wear  and  tear,  and  frequently  he  must 
buy  a new  suit.  Obviously,  he  doesn't  drive  out  to  a sheep  ranch  and  shear 
a few  sheep.  Neither  does  he  weave  the  cloth  or  tailor  his  own  suit.  How 
then  does  the  wool  get  from  the  sheep's  back  to  Mr.  Chasm k s back.  Simply 
put,  Mr.  Chasnik  goes  to  a store  and  buys  a suit.  But  there  is  more  to  it 
than  that.  Where  does  the  retailer  at  the  store  get  the  suit?  Does  he  shear 
the  sheep  and  so  on?  No,  usually  he  buys  the  suit  along  with  several  other 
suits  from  a wholesaler.  The  wholesaler  in  turn  bought  the  suit  and  hundreds 
of  others  from  a tailoring  company  that  made  the  suits  from  woolen  cloth 
that  they  purchased  from  a weaving  mill.  The  weaver  purchased  the  raw  wool 
from  a sheep  farmer  and  the  farmer,  of  course,  took  the  wool  from  the  backs 

of  his  sheep. 

These  stages  in  the  production  of  a suit  are  probably  already  familiar  to 
you.  We  can  make  a simple  diagram  to  show  the  route  of  a suit  from  farmer 

to  consumer. 


Diagram  1 


CONSUMER 
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RETAILER 
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As  the  wool  goes  through  these  stages  of  production,  money  is  exchanged  at 
each  step  in  return  for  the  increasing  value  that  is  added  to  the  original 
wool  as  it  moves  along  to  the  consumer. 


At  each  step  in  the  production  an  exchange  takes  place.  Honey  is  exchanged 
for  goods  and  services.  The  whole  process  of  changing  the  wool  on  the 
sheep's  back  to  the  woolen  suit  on  Hr.  Chasnik's  back  results  in  a flow  of 
money  in  exchange  for  a flow  of  goods  and  services.  We  can  examine  these 
flows  at  each  stage  of  production  and  make  a diagram  that  represents  these 
flows.  Each  new  diagram  will  show  the  flows  for  the  particular  stage  of 
production  under  discussion  and  will  also  show  the  previous  stages  of  pro- 
duction that  have  already  been  covered.  The  last  diagram  will  then  show 
us  a complete  picture  of  the  two  flows. 


The  farmer  feeds  and  cares  for  his  flock  of  sheep.  He  also  shears  the  sheep 
and  transports  the  wool  to  the  weaving  mill.  Of  course,  when  he  sells  his 
wool  to  the  weaver,  he  sells  more  than  enough  for  one  suit;  but  we  want  to 
make  our  diagrams  as  simple  as  possible.  Therefore,  we  will  estimate  how 
much  money  he  receives  for  the  wool  that  is  needed  to  produce  only  one  suit. 
Let  us  say  that  he  receives  $5  from  the  weaver.  This  $5  represents  the  value 
he  has  added  to  the  wool  by  getting  the  wool  from  the  back  of  his  sheep  to 

the  weaving  mill. 


Diagram  2 
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The  weaving  mill  cords  the  wool,  spins  it  into  thread  and  weaves  the  thread 
into  cloth.  The  weaver  then  sells  the  cloth  to  a tailor  for  $15.  But  the 
weaver  has  included  the  $5  he  paid  to  the  farmer  in  his  price.  We  must  sub- 
tract this  $5  from  the  $15  in  order  to  find  out  the  amount  of  value  that  the 

weaver  added  to  the  raw  wool. 

Diagram  3 
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The  tailor  cuts  the  cloth  and  makes  it  into  a suit.  He  then  sells  the  suit 
to  a wholesaler  who  pays  him  $40.  Again,  we  subtract  the  $15  the  tailor  paid 
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the  weaver  for  the  cloth  and  find  that  the  value  the  tailor  added  equals  $25. 
Diagram  4 
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The  wholesaler  buys  large  quantities  of  suits.  For  example,  suppose  that 
the  suit  we  have  been  talking  about  was  a size  40  suit  made  of  worsted  wool. 
The  wholesaler  may  buy  a thousand  such  suits.  In  turn,  he  transports  and 
sells  these  suits  to  several  retail  stores.  Let  us  say  that  he  sells  the 
particular  suit  we  have  been  talking  about  to  a retailer  for  $50.  The  ten 
dollars  of  value  added  is  the  income  the  wholesaler  receives  in  return  for 
his  services. 

Diagram  5 
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Finally,  the  retailer  displays  several  different  kinds  of  suits,  he  helps 
Mr.  Chasnik  make  his  selection,  and  takes  care  of  the  alterations  needed  to 
make  the  suit  fit  properly.  Mr.  Chasnik  purchases  the  suit  for  $75.  We  now 
subtract  the  $50  that  the  retailer  paid  to  the  wholesaler  when  he  bought  the 
suit.  The  $25  then  represents  the  value  added  to  the  suit  by  the  retailer. 


m 
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Diagram  6 


Of  Production  1 Description  of  Transactions^ 

Consumer  pays  $75  to  Retail 
er. 
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Wholesaler 


Tailor 


Arrows  indicate 
flow  of  goods 
and  services. 


Retailer  pays  $50  to  Whole- 
saler for  suit.  Displays 
suit  in  store  and  sells  it 
to  Mr.  Chasnik  for  $75* 

Wholesaler  pays  $^0  to. 
Tailor  for  finished  suit. 
Wholesaler  transports  suit 
and  sells  it  to  Retailer 
for  $50. 


Tailor  pays  $15  to  Weaver 
for  cloth,  designs  and  cuts 
suit.  Sells  suit  to  Whole- 
saler for  $40. 

Weaver  pays  $5  to  Farmer 
for  wool.  Weaves  wool  in- 
to cloth.  Sells  cloth  to 
Tailor  for  $15. 

Farmer  shears  sheep  and 
sells  wool  for  $5  more  than 
his  costs. 
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Arrow  indicates  a 
flow  of  money. 


r i ,jjqh  *71:  is  the  same  as  the  total  amount  of  in- 

is.  ™ "is  .. ....  •'  *i» 

Will  the  ...el  ..|ue  addcd’  the  ‘"l^nShltSh.’St.MerSSicS'tS*1"  * 

be  the  same?  The  answer  is  yes.  Suppose  that  tne  rer  suit,  we 

sales  price  to  $65.  05  His  income  would  also  be  $15. 

would  find  that  the  value  he  added  was  $15.  «'s  in  • f|nd  that  the 

VSrZ  total ‘income  creaed  would  again  be  egua,  to  the 
retail  price.  In  this  case  they  would  all  be  $b5. 

Suppose  that  the  retailer  wanted  to  sell  the  suit  for  $100  ^looked  at 
the  suit  in  his  store  and  decided  that  the  van 


$100.  You  are  now  using  the  word  "value11  in  a different  way  than  we  have 
been  using  it  in  this  illustration.  Perhaps  you  feel  that  the  "value"  of 
the  suit  is  only  $25,  The  economist  has  no  way  of  knowing  the  different 
"values"  that  the  suit  will  have  for  thousands  of  people. 

In  this  illustration,  the  value  of  the  suit  is  determined  by  the  actual  sale 
price.  When  one  person  is  able  and  willing  to  buy  the  suit,  whatever  price 
he  pays  is  considered  as  the  value  of  the  suit.  If  one  person  is  able  and 
willing  to  pay  $100  for  the  suit,  then  in  this  case  the  value  added  by  the 
retailer  would  be  $50  ($100  retail  price  minus  $50  price  the  retailer  paid 
the  wholesaler  ■ $50  value  added). 

What  about  the  suits  that  the  retailer  has  not  sold?  How  will  we  find  the 
total  value  added  for  these  suits?  The  unsold  suits  are  part  of  the  retail- 
er's 1 nventory.  All  the  unsold  merchandise  in  the  store  is  considered  as 
the  retailer's  inventory.  Since  he  has  not,  as  yet,  sold  these  suits,  obvi- 
ously he  has  not  gained  any  income  from  them  and  until  he  sells  them  he  has 
not  added  any  value  to  them.  We,  therefore,  say  that  the  total  value  added 
for  an  unsold  suit  is  equal  to  the  last  sales  price  in  the  chain  of  produc- 
tion. In  our  illustration  this  is  $50,  the  price  the  retailer  paid  to  the 
wholesaler. 

B.  The  steps  involved  in  the  "Route  of  a Suit"  are  basic  to  the  pro- 
duction and  sale  of  all  goods  and  services.  See  if  you  can  apply 
them  to  the  following  circumstance: 

Your  parents  have  decided  to  purchase  a new  maple  dining  room  set. 
The  furniture  which  they  have  picked  out  cost  $110  for  a table  with 
six  chairs.  Trace  the  stages  of  production  for  the  furniture  in 
the  same  manner  as  we  traced  the  production  process  of  the  woolen 
suit.  To  do  this  you  must  account  for  the  logging  operation  when 
the  trees  were  felled,  the  sawmill  which  makes  lumber  from  the  logs, 
the  furniture  factory,  the  wholesale  furniture  warehouse  and  finally 
the  retail  furniture  store  where  the  furniture  was  purchased.  Using 
a diagram,  show  the  value  added  to  each  stage  in  the  process,  illus- 
trate the  direction  of  the  two  flows  and  construct  a diagram  similar 
to  Diagram  6 showing  the  relationship  between  value  added  and  the 
income  to  factors  of  production. 

In  order  to  set  up  a diagram  of  the  flows  you  will  have  to  know  the 
sale  price  at  each  stage  of  production.  These  are  listed  below: 

1.  Loggers  sold  trees  to  sawmill  for  $10. 

2.  Sawmill  sold  lumber  to  manufacturer  for  $20. 

3.  Furniture  manufacturing  company  sold  finished  product  to  whole- 
sale dealer  for  $60. 

4.  Wholesaler  sold  transported  furniture  to  retailer  for  $80. 

5.  Retailer  sold  displayed  furniture  to  consumer  for  $110. 
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II.  Second  Situation:  Expanding  the  Concept  of  the  Two  Related  Flows 

A,  This  situation  will  be  a class  discussion  moderated  by  the  teacher. 

B.  By  examining  the  total  (aggregate)  picture  of  economic  events  in  a 
society  we  can  see  relationships  between  these  events  that  escape 

us  when  we  look  at  them  only  in  isolation.  An  economic  event  occurs 
every  time  a person  chooses  to  produce  or  consume  something  that 
has  value  to  other  persons  in  the  society.  Obviously,  billions  of. 
economic  events  occur  every  day.  Each  economic  event  is  an  economic 
fact.  We  must  have  some  basis  for  arranging  these  facts  in  an  order- 
ly manner  if  we  want  to  understand  man's  economic  behavior.  Conse- 
quently, we  must  have  a structure  that  provides  a means  for  select- 
ing and  collecting  the  billions  of  economic  facts  into  a meaningful 
patterns 

Our  examination  of  the  concept  of  flows  in  this  unit  has  developed 
some  of  the  elements  needed  for  a structure  of  economics.  We  have 
examined  the  following  relationships: 

1.  In  the  production  process,  value  is  added  to  the  product  in 
each  stage  of  production  (i.e.  farmer,  weaver,  tailor,  etc.) 

2.  The  amount  of  value  added  in  each  stage  of  production  generates 
an  equal  amount  of  income. 

3.  The  total  value  added  to  the  total  of  all  goods  and  services 
produced  in  a given  year  is  equal  to  the  total  amount  of  income 
generated  in  a society  during  that  year. 

4.  The  income  received  in  a given  year  by  all  the  consumers  in  a 
society  in  return  for  their  labor  services  may  be  used  in  total 
or  in  part  to  purchase  all  or  part  of  the  goods  and  services 
produced  in  a given  year. 

The  development  of  a structure  involves  an  expansion  of  all  of  these 
relationships  especially  the  more  complex  relationships  stated  in 
three  and  four.  The  third  relationship  contains  the  concept  of  an 
aggregate  (total  of  totals)  of  the  value  added  in  the  production  pro- 
cess for  a given  year  which  economists  refer  to  as  the  Gross  National 
Product  or  simply  GNP. 

The  concept  of  the  gross  value  of  production  (GNP)  in  a year  promises 
to  be  a useful  measuring  device  for  comparing  the  performance  of  the 
economy  in  one  year  with  the  performance  in  another  year.  Calculat- 
ing the  GNP  and  using  it  as  a measuring  device  provides  a means  for 
organizing  the  flows  of  economic  activity  into  a systematic  pattern. 
Units  eight  and  nine  deal  with  an  expansion  of  the  GNP  concept. 

The  fourth  relationship,  which  deals  with  the  continuous  nature  of. 
the  flows,  will  be  the  primary  consideration  for  the  studies  in  units 
ten,  eleven,  twelve,  and  thirteen. 


Unit  8:  Measure  of  a Nation's  Income 


In  comparing  the  GNPs  of  different  periods  consideration  must  be  given  to 
the  fact  that  prices  and  the  value  of  money  change  from  year  to  year. 

I.  First  Situation:  Changing  Prices  and  the  Value  of  Money 

The  following  story  highlights  the  relationship  between  price  changes 
and  the  value  of  money: 


The  Good  Old  Days 

The  music  from  Mark's  bedroom  boomed  into  Mr.  Crandall's  ears  as  he  entered 
his  home.  "Is  that  boy  deaf?"  he  shouted  to  Mrs.  Crandall.  "It's  another 
new  record  that  Mark  picked  up  this  afternoon,"  she  replied.  "Another 
record — that  boy  goes  through  money  like  water.  Must  he  spend  every  cent 
he  earns?  He's  earning  three  times  as  much  as  I was  at  his  age,  but  all  he 
does  is  spend,  spend,  spend--never  a thought  to  saving." 

As  Mrs.  Crandall  set  the  supper  table  she  said  sympathetically,  "Now,  John, 
he  doesn't  spend  any  more  than  the  other  boys  and  that's  the  first  record 
he's  bought  in  a long  time." 

"Just  the  same,  I think  we  ought  to  talk  about  this  business  after  supper 
and  maybe  we  should  include  Janie  in  the  discussion,  too." 

After  supper  Mr.  Crandall  asked  Mark  and  his  sister  to  draw  up  a list  of 
all  the  things  they  had  bought  during  the  last  week.  While  they  were  doing 
this,  Mr.  Crandall  went  to  the  attic  and  dug  out  the  old  budget  book  his 
father  had  made  him  keep  in  1928. 

As  he  came  back  into  the  living  room,  he  felt  quite  confident  that  this 
book  would  convince  Mark  and  Janie  that  they  were  spending  entirely  too 
much.  "Look  here,"  he  said  as  he  opened  the  book  on  the  table,  "this  is  my 
expense  account  for  the  week  of  November  20,  1928."  Mark  turned  to  his 
sister  and  whispered,  "Looks  as  if  we're  in  for  the  'good  old  days'  bit 
agai n. " 

Mr.  Crandall  felt  sure  he  would  clinch  his  argument  by  pointing  to  the  fact 
that  he  was  able  to  save  $.50  a week  out  of  his  weekly  earnings  of  $5. 

Mark  handed  his  list  to  his  father.  He  earned  $15  a week  working  part-time 
in  a supermarket,  which  was  three  times  as  much  as  his  father  had  made,  but 
he  was  saving  only  about  $1  a week. 

Mr.  Crandall  asked,  "Can  you  give  me  one  good  reason  why  you  shouldn't  be 
saving  $5  a week?" 

"Well,  they  take  $3  off  for  income  tax;  so  I really  only  have  $12  a week," 
answered  Mark.  He  knew  that  $12  was  still  a lot  more  money  than  the  $5  his 
father  received,  but  somehow  he  just  couldn't  imagine  saving  $5  of  those  $12 
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each  week.  After  all,  he  thought,  I'm  not  a little  kid  anymore.  I'm  a 
senior  in  high  school  and  $7  a week"** impossible.  He  sensed  that  there  was 
something  unfair  about  his  father's  comparison  but  couldn't  quite  put  his 
finger  on  the  difficulty. 

At  this  point  in  the  discussion,  Mrs.  Crandall  injected  another  idea.  She 
had  been  reading  her  husband's  1928  budgets  and  had  been  thinking  back  to 
her  own  high  school  days.  "Look  at  this  page,  John."  She  spread  the  book 
out  on  the  coffee  table: 

Week  of  November  20,  1928 

Earnings:  $5  Expenses: 


4 ice  cream  sodas  $ .60 

5 gallons  of  gasoline  .75 

1 long-sleeve  dress  shirt  2.00 

1 haircut  .50 

2 movie  tickets  .50 

$4.35 

Saving  -Jii 

Total  $5.00 


Mark's  expression  brightened  as  he  realized  what  his  mother  was  driving  at. 
He  grabbed  a tablet  and  quickly  jotted  down  some  figures.  "Take  a look  at 
this,"  he  said.  "This  is  what  I would  have  to  spend  just  to  get  the  things 
on  your  list." 


4 ice  cream  sodas  $ 1.00 

5 gallons  of  gasoline  1.60 

1 dress  shirt  4.75 

1 haircut  2.00 

2 movie  tickets  1 .80 

$11.15 

Plus  the  income  tax 
I have  to  pay  3.00 


Total  $14.15 


Mr.  Crandall  studied  Mark's  figures  carefully.  Of  course  he  was  aware  of 
the  fact  that  prices  had  changed  since  1928,  but  he  had  never  realized  how 
much  they  had  changed.  He  stood  up,  tucked  his  budget  book  under  his  arm 
and  turned  to  his  fourteen-year-oid  daughter,  "Janie,  I guess  we'll  have  to 
raise  your  allowance." 

II.  Second  Situation:  Establishing  a Price  Index 


A.  The  following  table  is  used  to  illustrate  the  need  for  an  average 
of  prices  when  one  wishes  to  compare  the  prices  of  different  years: 
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Table  1:  Fictional  Prices  for  Three  Given  Years 


' " — Year 

Prices 

Item  — . __ 

1940 

1950 

I960 

A tube  of  toothpaste 

$ .50 

$ .40 

$ .70 

One  pound  of  steak 

.30 

.60 

1.50 

One  pound  of  potatoes 

.20 

.15 

.10 

One  baseball  bat 

1 .40 

3.35 

4.70 

One  car  wash 

.60 

1.50 

2.00 

Total 

$3.00 

$6.00 

$9.00 

B.  When  the  average  price  levels  for  two  or  (tore  years  are  to  be  com- 
pared : 

1.  The  average  price  level  of  one  year  must  be  chosen  as  a base. 

2.  The  average  price  level  in  the  base  year  is  represented  by  the 

number  100.  This  number  becomes  the  common  denominator  or  base 

number . 

3.  The  average  price  levels  of  other  years  can  then  be  expressed 
as  index  numbers  greater  than,  equal  to,  or  less  than  100,  The 
index  number  for  any  one  year  is  called  a price  index. 

A price  index  may  be  computed  by  using  the  following  formula: 

Price  index  = Price  index  for  base  year  (100)  x Price  level  in  a given  year 

Price  level  in  the  base  year 

Using  this  formula,  compute  the  price  index  for  1950  and  I960  in 

Table  2 below: 

Table  2:  A simplified  Example  of  a Price  Index 


— Year 

1940 

1950 

I960 

Total  of  prices  for  each  year 

$3.00 

$6.00 

$9.00 

Average  of  prices  for  each  year 
(Total  f 5) 

$ .60 

$1.20 

$1.80 

Price  index 

(1940  as  the  base  year  = 100) 

100 

Compute  the  price  index  for  1940  and  i960  in  Table  3 below: 
Table  3: 


~ — !!!!_ 

1940 

1950 

i960 

Total  of  prices  for  each  year 

$3.00 

$6.00 

$9.00 

Average  of  prices  for  each  year 
(Total  r 5) 

$ .60 

$1.20 

$1.80 

Price  index 

(1950  as  the  base  year  = 100) 

100 

III.  Third  Situation:  Comparing  GNP's  in  Term  of  Constant  Dollars 

A.  Table  4 sets  out  the  information  needed  to  compute  the  GNPs  in  terms 
of  Constant  Dollars  with  1940  as  the  base  year.  What  would  the 
Constant  GNPs  for  1950  and  i960  be? 

Table  4:  Changing  GNP  in  Current  Dollars  to  GNP  in  Constant  Dollars 


Year 

Price 
1 ndex 

Current 

GNP’' 

Constant 

GNP 

1940 

100 

$ 500 

1950 

200 

1,000 

I960 

300 

2,100 

B.  Using  1954  as  the  base  year,  calculate  the  Constant  GNPs  for  the 
years  given  in  Table  5* 


^Figures  are  fictional. 
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Table  5:  Translating  GNP  from  Current  to  Constant  Dollars'* 


Year 

Price  Index 
Number 

Current 

GNP 

Constant 

GNP 

1954  = 100 

1929 

57.-4 

$104.4  Billion 

1933 

44.2 

56.0 

1941 

52.9 

125.8 

1945 

68.0 

213.6  " 

195^ 

100.0 

363.1 

1961 

116.2 

521.3  " 

1964 

119.8 

622.6 

Source:  Department  of  Commerce,  "Survey  of  Current  Business,"  February, 

1962  and  U.  S.  Congress,  Joint  Economic  Committee,  "Supplement  to  Eco- 
nomic Indicators,"  Washington,  D.  C.,  1964. 


*Unlike  the  figures  in  previous  examples  these  figures  are  the  actual 
GNPs  for  the  years  given. 


UNFOLDING  THE  CONCEPT  OF  FLOWS 
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Unit  9:  Definition  of  Economic  Growth 


In  Units  7 and  8 you  studied  some  of  the  problems  involved  in  measuring  the 
size  of  the  Gross  National  Product  and  in  making  comparisons  between  the 
GNPs  for  several  years.  Those  units  hinted  at  the  idea  that  the  reason  for 
taking  such  great  care  in  calculating  GNP  figures  was  because  these  figures 
could  be  used  to  measure  the  economic  health  of  a nation.  One  of  the  most 
important  aspects  of  economic  health  is  the  amount  and  rate  of  economic 
growth.  The  study  of  economic  growth  in  this  unit  pulls  together  many  of 
the  concepts  previously  studied  and  also  sets  the  stage  for  the  concepts 
that  will  follow.  This  unit,  therefore,  is  not  only  numerically  the  mid- 
point of  the  course  but  also  a kind  of  plateau  from  which  we  can  see  the 
full  picture  of  the  economic  concepts  already  covered  and  also  catch  a 
glimpse  of  the  higher  ground  ahead. 

I.  First  Situation:  The  Problem  of  Measuring  Economic  Growth 

A.  As  a boy  grows  into  a young  man  he  may  become  taller,  heavier,  or 
able  to  hit  a baseball  a greater  distance.  All  these  things  can 
easily  be  measured.  He  may  also  become  more  honest,  more  kind  or 
more  brave.  These  things  are  much  more  difficult  to  measure. 

Height  and  weight  are  quantities  for  which  we  have  standard  units 
of  measurement  such  as  inches  and  pounds.  Honesty  and  bravery  are 
qua  1 i t i es  for  which  we  have  no  standard  measures.  Quantities  are 
more  easily  measured  than  qualities;  consequently,  when  we  say  a 
boy  has  grown  we  usually  mean  he  has  increased  in  height  or  weight. 

3.  Economists  face  a similar  situation  when  they  try  to  measure  econom- 
ic growth.  Both  the  quantity  and  the  quality  of  goods  and  services 
produced  by  a nation  may  change  over  a period  of  time.  Read  the 
two  advertisements  for  portable  record  players  given  below.  How 
would  you  measure  in  dollars  and  cents  the  differences  in  quality 
between  the  two  record  players? 

Advertisement  for  1929  Model 

The  Super  De  Luxe  is  the  equal  of  any  portable  phonograph  ever  made  regard- 
less of  price!  We  have  improved  it,  refined  it  in  appearance,  added  new 
features  and,  best  of  all,  we've  reduced  the  price.  Now  it  is  vastly 
superior  in  tone,  in  quality,  in  appearance,  and  durability.  It's  the  super 
value  of  all  portables.  The  greatest  and  most  outstanding  feature  of  the 
Super  De  Luxe  is  its  powerful,  vibrant  pure  tone. 

Another  super  feature  is  its  long  playing,  highly  perfected  motor--a  genuine 
Silvertone  motor— absol utel y the  best  that  has  ever  been  built  into  a por- 
table, regardless  of  name,  style  or  price.  With  one  full  winding  it  plays 
three  10-inch  records. 

It  is  the  lifetime  instrument — sturdily  built  to  endure  every  hardship  of 
rough  usage  indoors  and  outdoors  the  whole  year  through.  All  exterior  hard- 
ware is  solid  brass  with  harmonizing  finish.  It  won't  rust,  it  won't  come 
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loose  Case  covered  with  durable,  genuine  Du  Pont  Fabrikoid  in  dark  rich 
Spanish  Blue  or  Red.  Needle  cup  has  spring  cover  to  prevent  needles  from 

fal 1 i ng  out. 

Advertisement  for  196^  Model 

Comoact  high-quality  sound  at  a low  price.  Full  stereo  from  two  re- 
movable 4-i nch^speakers!  Powerful  amplifier;  volume,  tone,  balance  control... 
Automatic  4-speed  changer,  shut-off  . . order  45-rpm  adapter  below.  Dual 
synthetic  sapphire  needle.  Washable  blue  covering,  white  interior  and  ends. 

9 1/2  x 19  1/2  x 15  inches. 

XX.  second  Situation:  Measuring  Economic  Growth  in  Terms  of  Population 

A The  discussion  In  the  first  learning  situation  has  illustrated  the 
‘ difficulty  of  measuring  changes  in  the  quality  of  goods  and  services 
over  a period  of  time.  Until  someone  develops  a method  for  measur- 
ing changes  in  quality  that  would  be  acceptable  to  thegreat  major- 
ity of  persons,  we  will  have  to  be  content  with  measuring  economic 

growth  in  terms  of  quantity. 

B There  is  one  other  important  change  that  takes  place  in  a society 
' over  a period  of  time  that  affects  the  measurement  of  economic  growt 
Since  it  is  a quantity  that  can  also  be  measured,  we  will  add  it  to 
our  definition  of  economic  growth.  The  individual  case  of  Mr  Marcel 
discussed  in  class  contains  an  idea  that  has  important  implications 
for  measuring  the  economic  gr^th  of  the  wtole  society  Can  you 
detect  the  idea  and  transfer  it  to  your  conception  of  economic 

growth? 

C.  The  Marcel  family  income  is  summarized  in  Table  I. 

Table  I:  Mr.  Marcel's  Income  Related  to  the  Size  of  His  Family 


Year 

1 ncome 

Family  Size 

Amount  of 
Income  Per  Person 

1955 

$6,000 

3 

$2,000 

I960 

7,500 

3 

2,500 

1965 

7,500 

5 

1,500 

D.  Table  II  presents,  on  a national  basis,  an  application  of  the  idea 
contained  in  the  Marcel  case. 
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Table  II:  Constant  6NP  Per  Capita  for  Selected  Years 


Year 

1 

GNP 

1929  Index  = 100 

2 

Populat ion 
(Approx.) 

3 

Constant  GNP 
Per  Capita 

1900 

$ 37  Billion 

76  Million 

$ ^87 

1910 

55 

92  " 

598 

1920 

73 

106 

689 

1930 

95 

123  " 

111 

1940 

121  " 

132  " 

917 

1950 

187 

151  " 

1,238 

I960 

480 

178 

2,697 

Source:  Figures  in  column  1 and  2 are  rounded  and  are  taken  from  U.  S. 

Bureau  of  the  Census,  Historical  Statistics  of  the  United  States,  Colonial 
Times  to  1957,  Washington,  D.  C.,  i960,  pp.  8 and  139  (i960  figures  derived 
from  data  in  U.  S.  Bureau  of  the  Census,  Statistical  Abstract  of  the  United 
States,  1964,  Washington,  D.  C.,  1964). 

1.  Using  only  the  figures  in  column  1,  what  kind  of  statements 
could  be  made  about  the  economic  growth  of  the  U.  S.  between 
1900  and  i960?  (between  1920  and  1930,  1950  and  i960?) 

2.  How  do  these  statements  need  to  be  modified  when  population 
growth  is  considered?  (column  1 compared  to  column  3) 

III.  Third  Situation:  Economic  Growth  - Inputs  and  Efficiency 

A.  For  some  purposes  such  as  measuring  the  military  potential  of  a na- 
tion, growth  can  be  measured  merely  on  the  basis  of  changes  in  the 
real  GNP.  For  other  purposes  such  as  measuring  the  economic  stan- 
dard of  living  in  a society  it  is  necessary  to  consider  the  size  of 
the  population  in  relation  to  the  size  of  the  real  GNP. 

In  what  ways  can  the  amount  of  real  GNP  per  capita  be  increased? 
Increasing  the  amount  of  real  GNP  per  capita  depends  upon  the  abil- 
ity of  society  to  increase  the  real  GNP  faster  than  the  increase  in 
its  population.  This  learning  situation  will  not  take  up  the  causes 
of  population  increase;  it  will  concentrate  instead  upon  the  sources 
which  promote  changes  in  the  real  GNP. 

B.  As  you  read  the  following  brief  account  of  a small  grasscutting 
business  set  up  by  several  teen-age  boys,  you  will  notice  that  the 
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total  value  of  the  output  (GNP)  increases  each  month.  The  source 
of  the  increase  in  output  for  July,  however,  is  different  from 
the  source  of  the  increase  in  output  for  August. 

First  Illustration: 

Relax,  and  Leave  the  Grasscutting  to  Us 

Larry,  Jerry,  and  Tony,  three  teen-age  boys,  set  up  a small  grasscutting 
business  last  summer.  By  pooling  their  resources,  they  were  able  to  guaran- 
tee their  customers  prompt  and  continuous  lawn  care  over  the  whole  summer. 
They  received  $36  in  the  month  of  June  for  their  services.  Since  the  total 
number  of  hours  worked  by  the  three  boys  was  eighteen  hours,  they  calculat- 
ed the  value  of  their  output  per  hour  as  follows: 

Total  Value  of  the  Output  _ Value  Qf  the  Output  Per  Man-hour 
Total  Man-hours  Worked 

= $2  Per  Man-hour 

18  Man-hours 

Toward  the  end  of  June,  four  new  customers  asked  to  have  their  lawns  cared 
for  by  the  boys.  Rather  than  reduce  their  swimming  and  baseball  time  in 
order  to  cut  the  additional  lawns,  the  boys  decided  to  add  another  partner, 
Mike,  to  their  business. 

In  July,  the  four  boys  worked  a total  of  twenty-one  hours  and  received  $42 
for  their  services. 

During  the  month  of  August,  the  four  boys  worked  out  a system  in  which  they 
cut  the  lawns  in  teams.  One  boy  on  each  team  cut  the  grass  while  the  other 
took  care  of  all  the  trimming  around  plants  and  walks. . Using  this  new  sys- 
tem, they  were  able  to  care  for  the  lawns  of  two  additional  customers  and 
still  reduce  the  total  number  of  hours  worked  to  twenty.  They  received  $45 
in  August  for  their  services. 

Complete  the  following  table  using  the  information  supplied  in  the 
story: 

Table  III:  Measuring  Output  Per  Man-hour 


Month 

Total  Value 
of  the 
Output 

Labor  Inputs 
(Total  Number 

of  Hours  Worked) 

Value  of  the 
Output  Per 
Man-hour 

June 

July 

August 
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C.  The  account  of  the  small  grasscutting  business  allowed  us  to  see 
the  relationship  between  outputs  and  labor  inputs.  By  dividing  the 
labor  inputs  (man-hours)  into  the  output  (dollars)  we  obtained  the 
dollar  value  of  output  per  man-hour.  We  will  now  use  this  concept 
of  output  per  man-hour  to  examine  the  experience  of  the  whole 
American  economy  in  two  different  periods.  See  if  you  can  apply  the 
ideas  that  you  discussed  in  the  above  illustration  to  the  next  il- 
lustrations. 

Second  Illustration: 

Table  IV  shows  the  large  increase  in  the  total  output  (Real  GNP)  that  oc- 
curred during  the  years  from  1940  to  1944,  What  is  the  source  primarily 
responsible  for  this  increase  in  output? 

Table  IV:  Outputs  Compared  to  Labor  Inputs  for  1940  and  1944 


Year 

Outputs 

(GNP  in  1954  Prices) 

Labor  Inputs 
(Man-hours  Per  Year) 

Output  Per 
Man-hour 

1940 

$205,800,000,000 

109,096,000 

$1,886 

1944 

$317,900,000,000 

156,676,000 

$2,029 

The  output  has  increased  54%  while  the  labor  inputs  have  increased  by  43%. 

Sources:  J.  Frederic  Dewhurst,  America^  Needs  and  Resources,,  Twentieth 

Century’ Fund,  New  York,  1955,  PP*  1064-1065;  and  U.  S.  Bureau  of  the  Census, 
Historical  Statistics  of  the  United  States.  Colonial  Times  to  1251, 
Washington,  D.  C.,  I960,  p. 

Third  Illustration: 

Table  V shows  an  increase  in  the  total  output  (Real  GNP)  that  occurred  during 
the  years  from  1949  to  1953.  What  is  the  source  primarily  responsible  for 
this  increase  in  output? 


608 


Table  V:  Outputs  Compared  to  Labor  Inputs  for  19^9  and  1953 


Year 

Outputs 

(GNP  in  1 954  Prices) 

Labor  Inputs 
(Man-hours  Per  Year) 

Output  Per 
Man-hour 

1949 

$292,700,000,000 

127,608,000 

$2,293 

1953 

$369,000,000,000 

136,448,000 

$2,704 

The  output  during  this  period  increased  by  26%,  while  the  labor  inputs  in- 
creased by  7%* 

Sources:  J.  Frederic  Dewhurst,  America's  Needs  and  Resources,  Twentieth 

Century  Fund,  New  York,  1955,  pp.  1064-1065;  and  U,  S,  Bureau  of  the  Census, 
Historical  Statistics  of  the  United  States,  Colonial  Times  to  J2iZ» 
Washington,  D.  C.,  i960,  p.  143. 

Notice  that  in  both  periods  the  output  per  man-hour  increased.  But 
in  the  period  from  19^0  to  1944  it  increased  by  only  $143  per  man- 
hour ($2,029  minus  $1,886)  while  in  the  period  from  1 949  to  1953  it 
increased  by  $4l 1 per  man-hour  ($2,704  minus  $2,293).  These  actual 
figures  do  not  illustrate  the  two  sources  of  output  increases  quite 
as  clearly  as  the  lawn  cutting  example.  In  that  instance  it  was 
easy  to  see  that  in  July  the  increase  was  due  to  increased  inputs 
and  in  August  the  increase  was  due  to  productivity  (efficiency) 
gains.  In  actual  practice,  however,  there  is  no  such  clear  dis- 
tinction—both  sources  contribute  to  the  increase  in  output  during 
both  periods.  It  is  possible,  however,  to  make  a reasoned  guess 
as  to  which  source,  increased  inputs  or  increased  efficiency,  is 
primarily  responsible  for  the  increase  in  output  during  each  period. 
Economists,  as  do  persons  in  other  sciences,  call  such  reasoned 
guesses  hypotheses.  What  kind  of  additional  information  would  you 
need  in  order  to  check  whether  or  not  your  hypothesis  was  correct? 


Unit  10:  Composition  of  the  GNP 


In  order  to  understand  the  notion  of  economic  growth,  it  is  necessary  to 
examine  the  composition  of  the  Gross  National  Product. 

I.  First  Situation:  The  Four-fold  Division 

The  following  account  illustrates  the  major  components  of  the  GNP: 


Tivan  Economics 


The  simple  economy  of  the  island  of  Tiva  provides  us  with  an  example  of 
economic  growth  that  allows  us  to  analyze  the  process  of  growth  in  its 
most  elementary  form.  The  total  output  on  Tiva  rose  from  MO  Tivan  dol- 
lars in  1958  to  800  Tivan  dollars  in  1962.  The  population  also  increased 
from  60  persons  in  1958  to  80  persons  in  1962.  In  spite  of  this  tre- 
mendous  growth,  the  prices  that  Tivans  charged  each  other  remained  the 


same. 


The  Tivans  were  content  with  the  increased  prosperity,  but  a few  were  also 
interested  in  why  they  had  become  so  prosperous.  Among  these  few  was  a 
young  man  named  Saka  who  developed  a method  of  analyzing  the  process  o 

growth  on  Tiva. 

Saka  saw  that  during  the  five  years,  the  production  of  copra  and  other 
products  derived  from  the  island's  abundant  coconut  trees  had  increased. 

He  reasoned  that  the  prosperity  must  in  soaje  way  be  related  to  this  in- 
crease and  set  out  to  trace  the  changes  in  production  from  year  to  year. 

He  asked  Galta,  the  chief's  brother  who  was  in  charge  of  the  copra 
"industry11*  for  any  records  that  he  might  have  of  past  production.  Al- 
though Galta's  records  were  not  kept  in  an  orderly  fashion,  Saka  was  able 
to  arrange  the  information  in  them  into  two  main  categories:  (1)  the 

money  paid  out  by  Galta  to  his  workers  and  (2)  the  money  he  received  from 
those  who  purchased  the  coconut  products.  He  listed  this  information 
under  two  headings— IN  and  OUT— referring  to  the  money  that  flowed  in  and 
the  money  that  flowed  out  of  Galta's  business. 

Although  Galta's  copra  industry  was  by  far  the  most  important  source  of 
inflows  and  outflows  on  Tiva  it  was  not  the  only  one.  There  were  also  a 
number  of  other  parts  of  the  economy  which  contributed  to  the  total  flows. 
Therefore,  Saka  also  used  the  idea  of  money  and  goods  and  services  flowing 
in  and  out  of  these  other  parts  of  the  economy,  which  he  called  sectors. 


He  called  the  first  part,  which  included  the  activities  of  Galta's  busi- 
ness. the  business  sector.  The  flow  of  money  and  the  flow  of  goods  and 
services  in  and  out  of  the  families  on  the  island  he  called  the  consumer 
sector.  The  two  categories  still  did  not  account  for  all  the  flows  on 
Tiva#  |t  was  necessary  to  add  a government  sector  and  a foreign  sector 
in  order  to  balance  the  records  and  complete  the  analysis. 
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The  system  that  Saka  developed  made  use  of  the  simple  idea  that  everything 
that  flowed  out  of  one  sector  of  the  economy  had  to  flow  into  some  other 
sector.  He  reasoned  that  if  a businessman  paid  out  $480  in  wages,  then 
that  same  $480  had  to  be  income  to  some  other  sector.  In  order  to  record 
the  movement  of  the  $480,  this  amount  had  to  be  entered  in  the  records 

twice:  once  as  an  outflow  and  once  as  an  inflow.  So  that  the  other 

islanders  could  understand  his  system,  he  illustrated  a single  entry  for 

them  as: 


Business  Consumer 

Out  In  Out  In 

Wages  $*»80  $480 

With  this  system  a person  would  be  able  to  read  at  a glance  the  flow  of 
any  item  such  as  wages,  consumer  expenditures,  or  taxes.  Also,  by 
totaling  the  items  in  the  business  sector,  one  would  be  able  to  tell  the 
total  value  of  the  output  (GNP) . 

Saka  set  up  the  records  for  Tiva  in  1958  and  1962  as  follows: 

Table  I:  Gross  National  Product  for  Tiva 

1958 


Flows  for: 

Business 
Out  In 

Consumer 
Out  In 

Government 
Out  In 

Fo  re  i gn 
Out  In 

Wages 

Business  Taxes 
Personal  Consumption 
Personal  Taxes 
Government  Purchases 
Exports 
Imports 

$470 

10 

$450 

30 

25 

-25* 

$470 

$450 

20 

$10 

20 

$30 

$25 

$25 

Totals 

$480  $480 

$470  $470 

$30  $30 

$25  $25 

Note:  ^imports  are  entered  as  a minus  figure  under  the  Jji  column  for  the 

business  sector. 
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Table  II:  Gross  National  Product  for  Tiva 

1962 


Flows  for: 

Business 
Out  In 

Consumer 
Out  In 

Government 
Out  In 

Fore  ign 
Out  In 

Wages 

Business  Taxes 
Personal  Consumption 
Personal  Taxes 
Government  Purchases 
Exports 
Imports 

Totals 

$ $ 

$ $ 

$ $ 

$ $ 

II.  Second  Situation:  Consumer  Sector 

In  the  first  learning  situation,  the  idea  of  a four-fold  division  of 
buyers  and  sellers  was  presented.  The  second  learning  situation  is 
concerned  with  one  of  the  four  sectors,  the  consumer,  in  terms  of 
inflows  and  outflows  of  money. 

By  examining  the  income  of  some  selected  individuals  in  the  imaginary 
town  of  El mv i 1 1 e , it  is  possible  to  account  for  the  principal  inflows 
of  money  in  the  consumer  sector  of  an  economy.  The  outflows  are  also 
illustrated.  Read  the  short  sketches  of  the  five  citizens  of  Elmville 
given  below  and  use  the  information  contained  in  them  to  complete 
Tables  III,  IV,  V,  and  VI. 

Economic  Sketches  of  Five  Elmville  Citizens 

The  pharmacy  in  Elmville  is  owned  and  operated  by  Mr.  Taylor  who  is  able 
to  make  about  $7,000  per  year  as  the  proprietor  of  his  store.  He  also 
receives  income  from  interest  on  $3,000  of  municipal  bonds  which  he  has 
accumulated  over  the  years.  This  interest  amounts  to  $105  P©r  year  since 
these  bonds  pay  a rate  of  3 1/2%  interest.  Of  his  total  income  of  $7,105 
he  spends  $5,200  on  personal  consumption  (living  expenses),  $1,050  is  paid 
out  in  income  taxes  and  $216  in  social  security  payments.  The  rest  of  his 
income  is  put  in  a savings  account. 

Mrs.  Crabtree,  a widow,  lives  in  the  Crabtree  family  home  on  the  main 
street  of  Elmville.  The  old  house  is  large  enough  for  her  to  rent  rooms 
during  the  tourist  season.  Normally  her  income  from  renting  rooms  amounts 
to  $2,000  each  year.  She  also  receives  a survisor's  pension  from  the 
railroad  company  for  which  her  husband  had  worked  before  he  was  killed  in 
a train  derailment.  The  railroad  company  pays  her  $150  a month  or  $1,800 
per  year,  so  her  total  year's  income  is  $3,800.  Her  income  taxes  are  $250, 
and  her  total  expenses  for  a year  are  $3,290,  allowing  savings  of  $260. 
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George  McCoy  is  employed  in  a local  ready-mix  concrete  plant  where  he  is 
a truck  driver.  Since  the  work  tends  to  be  seasonal,  he  is  unemployed  for 
four  months  during  the  winter  months  and  draws  unemployment  compensation. 

His  wages  amount  to  $5,200  from  the  concrete  plant,  and  his  total  unemploy- 
ment benefits  are  $630  a year,  for  a total  income  of  $5,830  per  year.  He 
pays  income  tax  and  social  security  only  on  the  wages  he  receives  in  amounts 
of  $530  and  $216  respectively.  Personal  consumption  for  the  McCoys  amounts 
to  $5 ,084  a year. 

Mr.  Hatfield  manages  the  concrete  plant  where  George  McCoy  works.  He  re- 
ceives a salary  of  $12,000  and  owns  stock  in  the  company  which  pays  divi- 
dends of  $500  per  year  to  Mr.  Hatfield.  His  income  tax  is  $1,650  and  so- 
cial security  payments  amount  to  $216  per  year.  Since  he  has  a mortgage 
on  his  new  house  and  a son  in  college,  his  personal  expenses  are  higher 
than  the  other  people's.  He  spends  $8,000  per  year  for  personal  consump- 
tion and  the  rest  of  his  income  is  saved  through  his  life  insurance 
programs  and  savings  account. 

The  owners  of  the  concrete  plant  made  a major  expansion  of  their  plant 
when  a new  super  highway  was  built  around  Elmville.  Money  for  this  ex- 
pansion was  borrowed  from  Mr.  Evans,  a wealthy  financier  who  retired  in 
Elmville  following  his  wife's  death.  He  had  loaned  the  concrete  firm 
$200,000  at  3%  interest,  so  his  income  amounted  to  $6,000.  His  income 
tax  on  this  amount  of  income  is  $750.  His  personal  consumption  expenses 
are  $4,**00.  The  rest  of  his  income  goes  into  savings. 

The  following  tables  illustrate  the  inflows  and  outflows  of  money  in 

more  graphic  form: 

Table  III:  Total  Personal  Income 


Entry: 

Taylor 

Crabtree 

McCoy 

Hatfield 

Evans 

Totals 

Wages  & 
Salaries 

$5,200 

$12,000 

$17,200 

Proprietors  & 
Rental  Incomes 

$7,000 

$2,000 

9,000 

Dividends 

500 

500 

Transfer 

Payments 

1,800 

630 

2,430 

Net  Interest  (or 
Private  Loans) 

$6,000 

6,000 

Government  In- 
terest (Bonds) 

105 

105 

Total  Personal, 
Income 

$7,105 

$3,800 

$5,830 

$12,500 

$6,000 

$35,235 
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Table  IV:  Disposable  Personal  Income 


Entrv: 

Taylor 

Crabtree 

McCoy 

Hatfield 

Evans 

Totals 

Total  Personal 
Income  (Gross) 

Minus  Income 
Taxes 

& 

Minus  Social 
Security 

Disposable 
Income  (Net) 

Table  VI:  Summary  of  Consumer  Flows 

Total  Inflows 

Wages  & Salaries 

Proprietors  & Rental 
Incomes 

Dividends 

Transfer  Payments 

Net  Interest 

Government  Interest  


Total  Outflows 

Income  Taxes 

Social  Security 

Personal  Consumption 
Expend i tures 

Savings 


Total  Inflows 


Total  Outflows 
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III.  Third  Situation:  Business  Sector 

If  you  were  president  of  Strata  Airlines  and  had  the  responsibility 
of  spending  the  company's  income  of  $1,500,000,  how  would  you  use  it? 
Try  to  answer  this  by  completing  the  following  balance  sheet.  Make 
sure  you  identify  your  entries  in  the  Outflow  column.  Check  over 
your  entries  carefully.  Have  you  left  out  any  important  categories? 


Table  VII 


Strata  Ai rl ines 
Balance  Sheet  for  1964 


Entry 

Inflows 

Entry 

Outflows 

1 . Revenues  from  the 

1 . 

Publ  ic 

$1,500,000 

2. 

3. 

4. 

5. 

f>- 

7. 

Total  Inflows 

$1,500,000 

Total  Outflows 

$ 

IV.  Fourth  Situation:  The  Government  Sector 

The  following  tables  will  be  used  in  a discussion  of  the  activities 
of  the  government  sector  of  the  economy. 


Table  IX 


Balance  Sheet:  Government  Sector 

(1964  figures  in  billions,  rounded  off) 


Entry 

Inflows 

Entrv 

Outflows 

Personal  Taxes 

$ 59 

Government  Interest 

$ 9 

Social  Security 

29 

Transfer  Payments 

38 

Corporate  Taxes 

26 

— 

Total  Government 
Revenue 

$114 

Total  Government 
Expend i tures 

$47 
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Table  X 


Balance  Sheet:  Government  Sector 

(1964  figures  in  billions,  rounded  off) 


Entry 

Inflows 

Entry 

Outflows 

Personal  Taxes 

$ 59 

Government  Purchases 

$129 

Social  Security 

29 

Government  Interest 

9 

Corporate  Taxes 

26 

Transfer  Payments 

38 

Total  Government 
Revenue 

$114 

Total  Government 
Expend itures 

$176 

Table  XI 

Balance  Sheet:  Government  Sector 

(1964  figures  in  billions,  rounded  off) 

Entry 

Inflows 

Entry 

Outflows 

Indirect  Taxes 

$ 59 

Government  Purchases 

$129 

Personal  Taxes 

59 

Government  Interest 

9 

Corporate  Taxes 

26 

Transfer  Payments 

38 

Social  Security 

29 

Total  Government 
Revenue 

$173 

Total  Government 
Expend i tures 

$176 

Table  XII 


Final  Balance  Sheet:  Government  Sector 

(1964  figures  in  billions,  rounded  off) 


Entry 


Inflows 


Entry 


Outflows 


Indirect  Taxes 
Personal  Taxes 
Corporate  Taxes 
Social  Security 


$ 59 
59 
26 
29 

$173 


Government  Purchases 

Government  Interest 

Transfer  Payments 

Government  Surplus 
or  Deficit 

Total  Government 
Expend itures 


$129 

9 

38 
(-)  3 

$173 


Total  Government 
Revenue 
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V.  Fifth  Situation:  The  Foreign  Sector 

Some  of  the  activities  of  the  foreign  sector  are  illustrated  in  the 
next  paragraph. 

In  the  story  of  Tiva  we  noted  a large  increase  in  the  production  of  copra 
from  1958  to  1962.  At  the  same  time  exports  from  Tiva  were  also  increased 
significantly.  These  exports  were  products  of  the  Tivan  economy  paid  for 
by  money  from  outside  Tiva.  Suppose  that  as  this  production  increased, 
Tivans  found  that  they  had  to  replace  some  of  their  equipment  and  also  had 
to  buy  better  tools  if  they  wanted  to  increase  production  further.  How- 
ever, they  were  so  busy  producing  copra  that  they  had  neither  time  nor 
raw  materials  to  make  these  things.  One  foreign  nation,  with  which  Tiva 
traded,  specialized  in  this  kind  of  equipment,  so  Tivans  decided  to  buy 
some  tools  from  this  country.  This  was  not  the  first  time  Tiva  had  pur- 
chased goods  from  another  country,  but  always  before  the  value  of  the  ex- 
ports from  Tiva  equaled  the  value  of  the  imports.  Suppose  in  1962  Tiva 
exported  goods  valued  at  $50  and  they  imported  goods  and  services  worth 
$45.  When  Saka  sat  down  to  draw  up  GNP  for  1962,  he  came  to  the  import- 
export  category  and  wondered  how  to  account  for  these  transactions.  The 
exports  were  produced  on  Tiva  and  should  be  considered  as  part  of  GNP. 

The  imports  were  to  be  used  in  the  economy  of  Tiva,  but  they  were  not 
produced  by  Tiva's  economy.  How  would  you  show  the  net  effect  of  Tivan 
exports  and  imports  in  the  accounts? 

VI.  Sixth  Situation:  Spending,  Saving,  and  Investing 

The  meanings  which  economists  give  to  the  terms  "saving",  "spending", 
and  "investing"  are  explored  in  a continuation  of  the  "Tivan  Economy" 
introduced  in  the  first  situation. 

The  prosperity  that  had  come  to  Tiva  since  1958  made  it  possible  for  some 
Tivans  to  have  an  income  large  enough  to  supply  themselves  with  most  of 
the  important  things  they  wanted  and  still  have  a little  cash  left  over. 

The  fact  that  all  the  sectors  were  no  longer  spending  exactly  the  amount 
of  money  they  were  receiving  gave  Saka  a new  problem  to  solve.  He  looked 
over  the  data  for  1963  and  attempted  to  set  up  a table  to  trace  the  flows 
for  that  year.  This  data  and  the  table  that  Saka  prepared  are  reproduced 
below: 
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Tiva 

Data  for  1963 

1.  Business  paid  out  $850  in  wages,  $80  in  rent,  $150  in  interest,  and 
$130  in  dividends  to  the  consumer  sector. 

2.  Businesses  paid  out  $90  in  taxes  and  consumers  paid  out  $130  in 
personal  taxes. 

3.  Government  transferred  $30  to  consumers  for  social  security  benefits 
and  unemployment  compensation. 

4.  Consumers  purchased  $1,000  worth  of  goods  and  services  from  producers. 

5.  The  government  purchased  $200  worth  of  goods  and  services  from 
producers . 

6.  Businesses  invested  $300  in  new  capital  goods. 

Table  XIII:  Saka's  First  Attempt 


Bus iness 

Consumer 

Government 

Flows  for: 

Out  In 

Out  1 n 

Out  In 

Payments  to  Factors 

of  Production: 

Wages 

$ 850 

$ 850 

Rent 

80 

80 

Interest 

150 

150 

Dividends 

130 

130 

Business  Taxes 

90 

$ 90 

Personal  Taxes 

$ 130 

130 

Government  Transfers 

30 

$ 30 

Personal  Consumption 

Expenditures 

$1 ,000 

1,000 

Government  Purchases 

200 

200 

Capital  Goods 

300 

Totals 

$1,300  $1,500 

$1,130  $1,240 

$230  $220 

Amount  out  of  Balance 

$200 

$110 

$-10 

Saka  reasoned  correctly  that  since  Tiva  exported  exactly  the  same  amount 
of  goods  that  she  imported  and  since  Tivans  had  no  other  transactions 
with  outsiders,  he  could  eliminate  the  foreign  sector  as  a source  of  his 
problem. 

As  he  looked  at  the  totals  for  the  remaining  sectors,  it  was  evident  that 
his  accounts  were  not  balanced.  Producers  had  received  $1,500  and  only 
used  $1,300,  leaving  a difference  of  $200.  Consumers  had  received  $1,2^0 
and  only  used  $1,130,  leaving  a difference  of  $110.  And  the  government- 
had  used  $230  and  only  received  $220,  leaving  a deficit  of  $10.  Further- 
more, businesses  had  produced  $300  worth  of  capital  goods  (producer  goods) 
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for  themselves.  This  had  to  be  an  inflow  to  the  business  sector  because 
it  represented  goods  that  were  produced  and  paid  for.  But  who  paid  out 
the  $300? 


Saka  added  some  new  kinds  of  flows  to  his  previous  list  and  alsq^ar'new 

account  which  he  cal  led  Sa>nTrgs^nd~4^vesJu)(ient Tab [e _ XIV-  shows  these 

additions  and  is  partially  filled  in.  Can  you  complete  the  table?  We 
have  entered  the  figures  for  business  saving.  The  savings  of  each  sector 
flow  out  of  the  sector  and  into  the  savings  and  investment  account. 


Flows  for: 

Bus iness 
Out  In 

Consumer 
Out  In 

Government 
Out  In 

Savings  & 
Investment 
Out  In 

Payments  to  Factors 

of  Production: 

Wages 

$ 850 

$ 850 

Rent 

80 

80 

Interest 

150 

150 

Dividends 

130 

130 

Business  Saving: 

Deprec iat ion 

(150) 

$(150) 

Retained  Profits 

(50) 

(50) 

Business  Taxes 

90 

$ 90 

Personal  Taxes 

$ 130 

130 

Government  Transfers 

30 

$ 30 

Pe  rsona 1 Consumpt i on 

Expend itures 

$1,000 

1,000 

Government  Purchases 

200 

200 

Domestic  Investment: 

Capital  Goods 

300 

$300 

Government  Saving 

( ) 

( ) 

Personal  Saving 

( ) 

( ) 

Total s 

$ $ 

$ $ 

$ $ 

$ $ 

r 


Unit  11:  Determining  the  Nation's  Income 


I.  First  Situation:  Relating  the  Two-fold  and  Four-fold  Divisions 

A.  In  the  previous  units  the  two-fold  and  the  four-fold  divisions  of 
the  economy  have  been  discussed  at  length.  For  a fuler  under- 
standing of  economics  it  is  necessary  to  grasp  the  relationship 
between  the  two  types  of  divisions.  Make  a l ist  of  the  kinds  of 
purchases  made  by  each  of  the  sectors.  Label  the  item  P 

ducer  goods  and  C for  consumer  goods.  What  can  be  said  about  the 
kind  of  goods  purchased  by  each  sector?  A grid  can  be  constructed 
which  illustrates  the  relationship  between  the  and  two- 

fold divisions.  The  left  side  of  the  grid  is  marked  off  in  the 
producer  and  consumer  goods  to  represent  the  two-fold  division. 
The  four  sectors  appear  in  the  top  of  the  grid. 


Grid  for  Relating  the  Two-fold  and  Four-fold  Divisions 


Types  of 
Purchases 
Made  by 
the  Sec- 
tors 


Four-fold 
^N'svsD  i v i s i on 
Two-fo  1 d 
Division 

Consumer 

Sector 

Bus i ness 
Sector 

Government 

Sector 

Foreign 

Sector 

Consumer 

Goods  & Services 

Producer 

Goods  & Services 

r. 


Second  Situation:  Disequilibrium,  an  Imbalance  between  Savings  and 

Investment 


A In  previous  situations  we  have  assumed  that  the  amount  of  money 
saved  by  all  the  sectors  was  exactly  equal  to  the  amount  of  money 
invested.  Savings  are  always  equal  to  investment  in  an  accounting 
structure  like  the  one  developed  for  Tiva  in  Unit  10.  The  social 
accountant  uses  the  assumption  that  savings  - investment,  to  make 
his  accounts  balance  at  the  end  of  the  year.  The  accounts  give  a 
picture  of  economic  activities  from  January  1 to  December  31  of  a 
given  year  but  the  effects  of  these  economic  activities  are  not 
confined  to  the  artificial  boundary  of  a calendar  year.  In  short, 
by  making  savings  = investment,  the  social  accountant  gives  us  a 
balanced  picture  of  economic  activities  for  a given  year.  The  . 
economist  refers  to  this  balanced  picture  as  a state  of  equilibrium 


The  story  below  is  a short  description  of  the  imaginary  economy  of 
Nowhere.  This  story  describes  an  economy  that  remains  in  a perfect 
state  of  equilibrium. 
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The  Economy  of  Nowhere 


Nowhere  is  a very  unusual  country.  On  January  1 of  each  year  the  citizens 
of  Nowhere  are  told  the  exact  amount  of  their  income  for  the  year.  They 
then  make  out  a list  of  all  the  goods  and  services  they  intend  to  buy  during 
the  coming  year.  This  information  is  fed  into  a complex  of  computers  called 
Mthe  Regiment. " Within  a day,  all  the  managers  of  the  various  businesses 
that  produce  these  goods  and  services  receive  a data  sheet  telling  them  how 
much  of  their  product  will  be  purchased  during  the  year.  This  data  sheet  is 
entitled,  "Consumer  Demand."  The  government's  Bureau  of  the  Budget  prepares 
a statement  of  its  intended  purchases.  This  purchase  order  known  as  "Govern- 
ment Demand"  is  also  sent  on  January  2 to  the  business  managers. 

Since  there  is  no  competition  for  customers  in  Nowhere,  the  businessmen  di- 
vide the  consumer  demand  proportionally  among  themselves.  The  businessmen 
then  decide  the  amount  of  money  they  will  need  for  investments  in  producer 
goods.  This  information  is  fed  into  a giant  computer  called  "The  Investo- 
tron",  which  summarizes  the  total  investment  needs  of  Nowhere.  This  total 
is  called  "Producer  Demand". 

Consumer  demand  plus  government  demand  plus  producer  demand  gives  the  econ- 
omists a figure  which  they  call  "Total  Demand".  In  Nowhere,  the  total  value 
of  the  output  always  is  exactly  equal  to  the  total  demand,  the  government 
always  spends  exactly  what  it  receives  in  taxes,  and  the  amount  of  total 
savings  is  always  exactly  equal  to  the  amount  of  total  investment. 

Nowhere  is  in  a state  of  equilibrium.  Year  in  and  year  out  this  state  of 
equilibrium  is  preserved.  Nowhere  trades  with  nobody  because  trade  might 
upset  the  balance,  causing  disequilibrium.  The  national  anthem  of  Nowhere 
is  "Don't  Make  Waves"  and  the  motto  is  "Don't  Rock  the  Boat." 

B.  The  simple  definition  of  equilibrium  as  a balance  between  the  flow 
of  goods  and  services  and  the  flow  of  money  has  been  illustrated  in 
previous  units  with  the  following  drawing: 
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In  Unit  10,  the  flow  of  money  arrow  was  illustrated  in  such  a way 
that  it  showed  a division  into  spending  and  saving.  By  assuming 
that  the  whole  amount  of  money  saved  by  the  society  was  invested 
in  producer  goods,  the  drawing  showed  equilibrium  in  the  following 

manner: 


Flow  of  Goods 
and  Services 


Flow  of  Money 


In  this  learning  situation,  we  will  create  a more  detailed  picture 
of  the  flow  of  money.  The  spending  and  saving  of  the  society  will 
not  be  related  to  the  demands  of  the  three  domestic  sectors  for 
goods  and  services.  The  expanded  definition  of  equilibrium  is 
pictured  as  follows: 

Flow  of  Goods  Flow  of  Money 

and  Services  Total  Demand 


Let  us  suppose  that  last  year  the  economy  of  the  U.  S.  showed  a 

state  of  equilibrium.  By  this  we  mean  that: 

1.  Producers  correctly  anticipated  the  demands  of  consumers  and 
government . 

2.  Producers  also  correctly  anticipated  the  amount  of  producer 
goods  and  services  needed. 

3.  The  total  savings  of  the  society  were  used  to  finance  the 
investments  in  producer  goods  and  services. 

We  will  further  suppose  that  the  amounts  of  money  involved  were: 

1.  Total  value  of  output  - $500  Billion 

2.  Consumer  demand  - - - - $350  Billion 

3.  Producer  demand  ~ - - - $ 50  Billion 

4.  Government  demand  - - - $100  Billion 

Insert  the  figures  above  in  th<  arrows  in  Diagram  II. 


Diagram  II 
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Flow  of  Goods  and 
Services  $ Bi 1 1 ion 


Flow  of  Money 
$ Billion 

A 


Total  Demand 
$ Billion 


ss  Total  Demand  $ Billion 


Notice  that  this  expanded  definition  of  equilibrium  still 
that  savings  are  equal  to  investment.  (Producer  demand). 


impl ies 


How  will  we  show  a picture  of  disequilibrium  in  the  U.  S.  economy? 
Suppose  the  amounts  of  money  involved  in  the  flows  were  as  follows 


1.  Total  value  of  output  - $500  Billion 

2.  Consumer  demand  - - - - $325  Billion 

3.  Producer  demand  - - - - $ 50  Billion 

4.  Government  demand  - - - $100  Billion 

Using  these  figures,  complete  Diagram  III. 
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Diagram  III 


Flow  of  Goods  and  F,ow  ?f,?°neY 

Serv i ces  $ Billion  ^ ^ 1 1 1 1 


Another  type  of  disequilibrium  that  might  also  occur  when  the 
amount  of  money  in  the  flows  is  as  follows: 

1.  Total  value  of  output  - $500  Billion 

2.  Consumer  demand  - - - - $375  Billion 

3.  Producer  demand  - - - - $ 50  Billion 

4.  Government  demand  - - - $100  Billion 

Complete  Diagram  IV  using  these  data. 


Diagram  IV 
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Flow  of  Goods  and 
Services  $ Bi 1 1 ion 


Flow  of  Honey 
$ Billion 


We  have  seen  that  disequilibrium  may  occur  in  two  forms  where: 

1.  Total  value  of  output  is  greater  than  total  demand. 

2.  Total  value  of  output  is  less  than  total  demand. 

Only  the  consumer  demand  has  changed  in  the  examples  used  above, 
but  changes  may  occur  in  any  of  the  sectors  to  cause  the  balance 
to  be  thrown  off.  We  will  see  later  how  the  level  of  expenditures 
of  any  sector  has  an  effect  upon  the  equilibrium. 

III.  Third  Situation:  Disequilibrium  and  the  Multiplier 

A.  Disequilibrium  occurs  in  two  forms.  The  last  situation  showed  that 
the  total  value  of  output  could  be  more  or  less  than  the  total  de- 
mand. You  will  recall  that  in  Diagrams  III  and  IV  of  the  second 
situation  only  consumer  demand  varied  while  producer  demand,  govern- 
ment demand,  and  total  value  of  output  remained  constant.  We  said 
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earlier  that  this  condition  was  unrealistic.  It  is  unrealistic  to 
assume  that  changes  n consumer  demand  would  not  also  bring  about 
changes  in  producer  and  government  demand.  We  saw  in  Unit  10  that 
expenditures,  as  outflows  from  one  sector,  became  inflows  to  another 
sector.  Therefore,  changes  in  the  level  of  consumption  expenditures 
(consumer  demand)  will  set  off  a chain  reaction  of  changes  in  the 
flows  of  the  other  sectors.  Furthermore,  there  is  no  reason  to 
assume  that  a chain  reaction  may  originate  only  in  the  consumer 
sector . 

In  this  learning  situation  we  will  see  that  a chain  reaction  may 
be  set  off  by  changes  in  any  of  the  sectors  in  the  economy  and  may 
in  turn  have  a multiple  effect  upon  other  sectors  and  the  economy 
as  a whole. 

Consider  the  example  of  a person  who  sells  pencils  and  is  usually 
able  to  sell  around  $10  worth  each  week.  What  is  likely  to  happen 
if  he  is  only  able  to  sell  $5  worth  in  one  particular  week?  How  is 
he  apt  to  react  to  the  following  week's  pencil  peddling?  What 
would  you  do--buy  more  pencils  or  cut  back  on  your  pencil  buying? 
How  would  your  decision  affect  the  pencil  producer? 

In  a real  economy  the  reactions  of  the  pencil  seller  would  be  mul- 
tiplied several  million  times  since  all  sorts  of  decisions  about 
the  different  kinds  of  goods  and  services  must  be  made.  If  the 
total  demand  for  goods  and  services  in  an  entire  economy  is  reduced, 
what  kinds  of  effects  might  be  expected  in  reaction  to  the  lowered 
demand?  The  classic  example  of  this  situation,  which  we  will  now 
call  inadequate  demand  disequilibrium,  is  the  Depression  of  1929” 
1939  in  the  United  States. 

When  the  economy  is  in  a state  of  disequilibrium  of  the  form  where 
total  value  of  output  is  less  than  the  total  demand  for  goods  and 
services  (inadequate  supply  disequilibrium),  we  may  observe  another 
chain  reaction.  The  final  result  of  this  chain  reaction  will  depend 
upon  the  level  of  employment  of  the  factors  of  production.  If  the 
economy  is  operating  at  full  capacity,  that  is  all  the  factors  of 
production  are  being  utilized,  then  the  demand  for  production  of 
more  goods  and  services  cannot  be  met.  On  the  other  hand,  when 
there  is  some  available  unused  capacity  to  produce,  disequilibrium 
of  inadequate  supply  can  bring  about  an  increase  in  the  total  out- 
put of  goods  and  services.  What  sort  of  effects  will  result  from 
these  situations? 

Up  to  this  point  the  discussions  have  been  concerned  with  only  the 
results  of  the  various  types  of  disequilibrium  but  not  with  the 
amount  of  growth,  depression  or  inflation.  The  amount  of  growth, 
depression  or  inflation  experienced  by  the  economy  will  be  deter- 
mined by  the  magnitude  of  the  chain  reaction.  When  all  the  reac- 
tions are  considered,  a multiple  effect  can  be  seen  as  the  result 
of  an  initial  change  in  the  magnitude  of  expenditures  by  one  or 
more  sectors.  This  effect  is  known  as  the  multiplier. 
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The  Multiplier  in  Action 

The  Student  Council  of  Central  High  School  was  holding  its  biweekly  meeting 
when  the  representative  of  the  Student  Athletic  Council  announced  that  his 
club  had  received  $100  as  their  share  of  the  proceeds  from  ticket  sales  at 
athletic  events.  The  Athletic  Council  had  decided  they  needed  a new. ticket 
booth  and  were  willing  to  pay  the  Industrial  Arts  Club  $80  to  build  it  for 
them.  This  was  an  offer  the  Industrial  Arts  Club  could  not  reject.  The 
Industrial  Arts  Club  had  just  given  an  exhibition  of  their  projects  and  had 
asked  the  Photography  Club  to  shoot  pictures  of  it.  For  al 1 the  photograph" 
ic  work,  the  printing  and  framing  of  the  pictures,  the  Industrial  Arts  Club 
paid  the  Photography  Club  $51.20.  The  photographers  had  to  have  the  frames 
for  the  pictures  made  by  the  Art  Club,  and  they  paid  $4l  for  these  frames. 
The  Art  Club  in  turn  paid  the  School  Newspaper  $32.80  to  have  several  pages 
of  their  artwork  published  in  the  paper.  The  remaining  money  was  received 
and  spent  among  the  various  clubs  in  the  school . Each  of  these  transactions 
became  successively  smaller  and  smaller  in  amount.  For  example,  one  of  the 
last  few  transactions  was  the  Cheerleaders'  purchase  of  ten  cents  worth  of 
confetti  from  the  school  store. 


1 

I 

I 
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The  table  below  follows  the  flow  of  income  generated  by  the  original  $100. 


Period 

Income  to 
Clubs 

Consumption 

Expenditures 

Savings  by 
C 1 ubs 

0 

0 

0 

0 

1.  Student  Athletic  Council 
to 

$100.00 

$ 80.00 

$ 20.00 

2.  Industrial  Arts  Club 
to 

80.00 

64.00 

16. CO 

3.  Photography  Club 
to 

64.00 

51.20 

12.80 

4.  Art  Club 

to 

51.20 

41 .00 

10.20 

5.  School  Newspaper 

41.00 

32.80 

8.20 

6 

32.80 

26.20 

6.60 

7 

26.20 

21.00 

5.20 

8 

21 .00 

16.80 

4.20 

9 

16.80 

13.40 

3.40 

10 

13.40 

10.70 

2.70 

11 

10.70 

8.60 

2.10 

12 

8.60 

6.90 

1.70 

13 

6.90 

5.  "0 

1 .40 

14 

5.50 

4.40 

1.10 

15 

• 

• 

4.40 

• 

• 

3.50 

• 

• 

.90 

• 

• 

• 

• 

• 

All  other  Periods 

• 

• 

• 

17.50 

• 

• 

• 

14.00 

• 

• 

• 

3.50 

Totals 

$500.00 

$400.00 

$100.00 
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Question:  How  much  money  from  outside  the  Student  Council  came 

into  the  funds  of  this  group? 

Answer:  $1Q0--The  original  income  from  the  sale  of  tickets  at 

athletic  events. 


Question:  How  much  money  was  saved  through  the  whole  series  of 

transactions  among  the  clubs  at  Central  High? 

Answer:  $100 — In  the  first  transaction  the  Athletic  Council 

saved  $20  of  their  income  of  $100,  in  the  second  trans- 
action the  Industrial  Arts  Club  saved  $16,  in  the  third 
transaction  the  Photography  Club  saved  $13.80,  the  Art 
Club  saved  $10.20  and  the  Newspaper  saved  $8.20  and  so 
on  till  all  transactions  were  completed.  The  total 
savings  was  $100. 

Question:  From  the  original  $100  earned  by  the  Athletic  Council, 

how  much  income  was  created  for  all  the  clubs  of  the 
school ? 


Answer:  $500 — The  Athletic  Council  earned  $100  selling  tickets, 

the  Industrial  Arts  Club,  $80  for  building  a new  ticket 
booth,  the  Photography  Club  $64  for  their  work,  the  Art 
Club  received  $51*20  from  the  Photography  Club,  the 
Newspaper  earned  $4l  for  services  to  the  Art  Club,  and 
so  on  till  the  total  reached  $500. 


As  was  shown  in  the  table  above  and  the  questions  and  answers  which 
followed  the  table,  the  change  of  expenditure  of  $100  created  by 
the  income  from  ticket  sales  resulted  in  a total  increase  in  income 
of  all  the  groups  in  the  school  of  $500.  This  example  shows  the 
multiple  effect  of  a change  in  the  level  of  expenditures.  This  ef- 
fect, called  the  mul tipi ier,  is  determined  by  (l)  the  size  of  the 
original  change  in  expenditures  and  (2)  the  tendencies  of  consumers 
to  spend  and  save.  The  amount  of  income  which  is  used  to  buy  goods 
and  services  is  known  as  the  marginal  propensity  to  consume  or  MPC, 
and  the  amount  saved  is  referred  to  as  the  marginal  propensity  to 
save  or  MPS.  The  MPS  is  determined  by  subtracting  MPC  from  the 
total  disposable  income.  MPS  is  sometimes  referred  to  as  the  leak- 
age from  total  income.  These  terms  are  used  in  determining  the 
multiplier.  The  formula  for  the  multiplier  is: 

multiplier  = 1 

1 -MPC 


For  example: 

In  the  case  of  Central  High  School,  80%  of  income  was  spent 
(MPC)  in  each  of  the  transactions  leaving  20%  leakage  (MPS). 
When  leakage  is  1/5  (20%)  expressed  as  a fraction,  then  the 
mul tipi ier  = 1 = 1 = 5* 

1 -4/5  1 /5 


1. 
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2.  If  the  MPC  = 75%  and  MPS  = 25%  or  1/4,  then  the  multiplier 

will  = 1 = _L  = 4- 

1-3/4  1/4 

3.  Determine  the  size  of  the  multiplier  when: 

a.  MPC  = 66  2/3% 

b.  MPS  = 50% 
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Unit  12:  Role  of  Money  and  Financial  Institutions 


!•  First  Situation:  The  Functions  of  Money 

A.  In  previous  units  we  have  used  the  term  ’’money11  quite  frequently 
and  freely  without  any  specific  definition  of  money.  It  has  been 
said  "that  money  is  what  money  does."  How  would  you  define  money? 
The  following  short  story  illustrates  the  basic  functions  of  money 
and  the  requirements  a thing  must  possess  in  order  to  be  used  as 
money. 


Welsh's  Warehouse 

"AchtungJ  Achtung,"  the  loud-speaker  blared  across  the  compound  of  Stalag 
X.  What  followed  was  a dismal  repetition  of  orders,  details  and  regulations 
which,  the  commandant  continually  reminded  the  American  Prisoners  of  War, 
were  necessary  for  the  operation  of  a "successful  Prisoner  of  War  cemp." 

Standing  in  the  cold  December  breeze  the  prisoners  were  not  particularly 
impressed  with  Herr  Gratz'  appeal  for  a good  camp.  As  Dave  Welsh  from  New 
Jersey  commented  "Who  the  heck  wants  to  be  a successful  Prisoner  of  War?" 

On  this  particular  morning  however,  the  commandant  personally  made  the 
announcements  and  then  added  that  a special  treat  was  in  store  for  the  men  - 
International  Red  Cross  representatives  would  distribute  Red  Cross  Christmas 
boxes  to  all  prisoners  later  that  afternoon. 

In  spite  of  the  barbed-wire  and  German  guards  there  was  an  almost  festive 
mood  as  the  prisoners  lined  up  to  receive  their  packages.  While  not  entire- 
ly starved  at  the  camp,  they  missed  the  variety  of  "state-side"  cooking  and 
eagerly  awaited  the  canned  fruit,  candy,  gum  and  even  the  hard  cookies  which 
were  usually  included  in  the  Red  Cross  gifts.  Another  item  which  was  im- 
portant even  to  non-smokers  was  the  tobacco  and  cigarette  allowance. 

That  evening  the  barracks  were  the  scene  of  pre-Christmas  celebrations  as 
the  prisoners  traded  those  items  they  didn't  want  for  those  they  wanted. 
Razor  blades  were  swapped  for  candy,  gum  and  soap  by  some  of  the  prisoners 
who  were  young  enough  to  get  by  without  shaving.  Although  Dave  Welsh  was 
opposed  to  being  a successful  prisoner,  he  saw  no  harm  in  being  a success- 
ful trader  and  it  was  his  foot  locker  which  became  the  center  of  activity  in 
the  weeks  following  a package  distribution.  With  a craving  for  candy  and 
"soap  that  lathers"  he  had  used  his  razor  blades  and  cigarette  ration  to 
satisfy  his  needs  and  also  build  up  enough  extra  to  satisfy  the  needs  of 
others  - that  is  if  they  were  willing  to  trade  with  him.  Even  the  German 
guards  were  known  to  make  use  of  Dave's  supply  of  extras,  bringing  him  fresh 
fruit  or  eggs  in  exchange  for  the  much  coveted  American  tobacco  or  candy. 

At  first,  the  trading  around  Dave's  foot  locker  was  quite  informal  and  there 
was  no  particular  rule  which  made  so  many  cigarettes  worth  so  much  soap. 
However,  after  a disagreeable  dispute  over  the  fact  that  Dave  had  charged 
one  man  five  cigarettes  for  one  candy  bar  while  charging  another  three  for 
the  same  kind  of  bar,  he  set  up  a rate  of  exchange  in  which  all  items  traded 
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were  given  a cigarette  value.  On  the  next  trade  day  the  prisoners  watched 
Dave  pin  his  exchange  rate  above  his  locker.  It  read: 


r_  , notice  TO  all“g7s“ 

* From  November  1,  19^  the  following  exchange  rates  will  be 

* official  at  "Welsh's  Warehouse": 

• 1 bar  soap  = 2 cigarettes 

I 1 candy  bar  - k cigarettes 

I 1 razor  blade  - 6 cigarettes 

• 1 can  fruit  = 8 cigarettes 

I 1 can  cookies  = 20  cigarettes 


Soon  Dave's  exchange  list  was  accepted  by  the  whole  camp  and  much  of  the 
friction  over  unfair  exchanges  or  favoritism  disappeared. 

Dave  wasn't  particularly  known  for  his  generosity  but  sometimes  he  was 
persuaded  to  loan  cigarettes  to  men  who  had  used  up  their  own  ration,  and 
on  the  occasion  of  the  American  group  leader's  silver  wedding  anniversary 
he  donated  some  cigarettes  so  that  the  German  cooks  could  be  bribed  into 
baking  a cake.  In  spite  of  all  the  difficulties  of  camp  life  "Welsh's 
Warehouse"  helped  make  it  a little  more  tolerable. 

In  the  spring  of  19^5,  however,  all  this  changed.  With  Allied  bombing 
missions  taking  a steady  toll  of  German  bridges  and  railroads  the  German 
authorities  began  to  use  Prisoners  of  War  as  repair  crews.  Dave  Welsh  was 
assigned  to  one  such  crew  and  was  gone  from  the  camp  for  almost  a week. 

And  what  a week  it  was— heavy  spring  rains  made  road  and  bridge  work  extreme 
ly  difficult  and  when  Dave  returned  to  the  camp,  flooding  had  swamped  the 
barrack's  floor  and  left  the  contents  of  Dave's  locker  a soggy  mess.  Razor 
blades  were  rusted,  candy  bars  molded  and  the  cigarettes  fell  apart  as  Dave 
lifted  them  from  the  locker. 

A week  ago  Dave  had  been  the  center  of  camp  life  and  the  men  used  his  judg- 
ment as  the  measure  of  what  items  should  cost.  Now  he  could  hardly  give 
away  what  last  week  had  been  the  most  valuable  items  in  the  camp.  One  heavy 
spring  rain  had  changed  him  from  a successful  trader  to  just  another  success 
ful  prisoner  of  war. 

B.  Some  primitive  societies  use  shells,  fishing  hooks,  and  stones  as 
money.  Even  in  industrially  advanced  societies  several  things  may 
function  as  money.  The  following  dialogue  shows  how  checks  serve 
as  a form  of  money  in  the  United  States. 

Checks  as  Money 

Setting:  Hal  has  just  started  his  new  job  as  a paperboy  and  wants  to  Open  - 

a bank  account;  in  which  he  could  deposit  his  newly  earned  money.  He  is 
now  at  the  bank  talking  to  the  banker,  Mr.  Glick. 
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Mr.  Glick: 
Hal; 


May  I help  you? 

i 

■t 

Yes,  I am  earning  my  own  money  now,  and  I would  like  /to  open  a 
bank  account. 


Mr.  Glick:  Do  you  want  to  start  a savings  account  or  a checking  account? 

Mai:  I don't  know.  What  is  the  difference  between  the  two? 

Mr.  Glick:  With  a checking  account  you  bring  your  money  into  the  bank  and 

give  it  to  one  of  our  tellers  who  will  make  an  entry  on  your 
account  telling  how  much  you  deposited.  Then  you  can  write 
checks  to  other  people  on  the  account  which  you  have  acquired. 
When  a check  is  cashed,  the  amount  is  subtracted  from  your 
account. 


Mai:  That  makes  it  sound  really  simple.  Everything  is  right  there 

on  paper  to  see.  What  is  the  difference  between  this  and  a 
savings  account? 

Mr.  Glick:  With  a savings  account  you  can  not  write  checks.  The  only  way 

you  can  use  the  money  is  to  come  in  and  ask  for  a withdrawal. 
With  a checking  account  you  do  not  really  need  cash  because  you 
can  write  a check  which  serves  the  same  purpose. 

Mai:  Checks  are  really  another  kind  of  money,  aren't  they?  Which 

would  be  the  best  kind  of  account  for  me?  I am  going  to  have 
to  pay  the  newspaper  company  for  my  papers  every  week,  and  I 
still  owe  $20  on  my  bike.  Also,  my  Dad  thinks  I ought  to  learn 
to  keep  track  of  my  money.  He  says  I don't  know  what  I spend 
it  on. 


Mr.  Glick:  Well,  in  that  case  I think  a checking  account  would  be  best  for 

you.  Then  you  could  just  write  a check  to  the  newspaper  and  the 
bicycle  shop. 

Mai:  Yes,  I think  you're  right.  Do  a lot  of  people  have  checking 

accounts? 


Mr.  Glick:  Yes  they  do.  Today  people  in  the  United  States  have  about  $38 

billion  in  the  form  of  coin  and  currency,  but  they  have  over 
$125  billion  in  checkbook  money.  In  fact,  it  is  estimated 
that  Americans  use  checks  for  about  76  per  cent  of  the  money 
value  of  all  goods  and  services. 

Mai:  Wowi  I can't  even  imagine  that  much  money  I have  another 

question.  If  people  pay  me  with  a check,  do  I have  to  change 
it  into  cash  before  I can  deposit  it  in  my  account? 

Mr.  Glick:  No.  You  can  deposit  it  as  you  would  coins  or  currency.  The 

bank  will  then  credit  this  amount  to  your  account  and  subtract 
it  from  the  account  of  the  person  who  wrote  the  check. 


634 


Hal:  You  mean  no  money  Is  really  exchanged? 


Mr.  Glick:  Right!  It's  simply  a matter  of  subtracting  from  one  account 

and  adding  to  another. 

Hal:  But  what  if  a person  who  has  a checking  account  in  another  bank 

gives  me  a check?  Do  you  just  go  to  the  other  bank  and  get  the 
money  from  them,  or  do  I have  to  cash  this  check  before  I make 
a deposit? 

Mr.  Glick:  No.  You  can  still  deposit  the  check  in  your  account.  This  is 

because  most  banks  have  accounts  in  the  Federal  Reserve  Bank. 
The  amount  of  the  check  you  deposit  with  us  will  be  added  on  to 
our  account'  and  subtracted  from  the  account  of  the  other  bank. 
This  is  all  done  very  quickly.  In  fact,  it  only  takes  a few 
days  for  banks  on  different  sides  of  the  qoiuntry  to  balance 
their  accounts,  although  it  used  to  take  weeks. 


Hal:  Thank  you,  Mr.  Glick.  I never  realized  what  was  involved  in  a 

checking  account.  Now  I would  like  to  open  one  so  that  I can 
use  it  for  myself. 


II.  Second  Situation:  Financial  institutions 

A.  Because  we  all  use  money  (different  forms  of  currency)  every  day, 
we  have  the  tendency  to  forget  that  money  is  a symbol  and  has  value 
only  when  people  agree  to  its  worth.  This  idea  was  implied  in 
Unit  11  when  we  discussed  the  changing  buying  power  of  money  due  to 
inflation  and  deflation.  In  other  cultures  and  at  other  times 
people  have  used  many  different  kinds  of  things  in  the  way  paper 
money  and  coins  are  used  today.  Cattle,  circular  stones,  slaves, 
beads,  nails,  and  cigarettes  have  all  served  as  media  of  exchange. 

All  these  various  types  of  money  have  one  thing  in  common.  That 

is  that  sizable  groups  of  persons  have  enough  confidence  in  these 
items  to  use  them  as  a basis  for  exchanging  other  goods  and  services. 
Agreement  about  what  is  to  be  used  as  money  is  essential.  If  there 
is  no  agreement,  then  the  economy  is  a trade  or  barter  economy. 

Since  many  different  articles  may  be  used  as  money,  what  is  used  as 
money  may  be  changed  from  time  to  time.  These  changes  occur  when 
many  people  lose  confidence  in  the  old  form  of  money  or  when  many 
people  begin  to  value  some  other  article  more  than  the  old  form  of 

money. 

B.  The  main  idea  expressed  above  was  that  money  is  a social  invention. 
Items  such  as  cigarettes,  beads,  gold,  and  dollar  bills  continue  to 
be  used  as  money  so  long  as  a group  of  persons  place  confidence  in 
the  items.  Over  a long  period  of  time  it  is  important  that  a society 
be  flexible  as  to  what  it  regards  as  money,  but  too  much  flexibility 
over  a short  period  of  time,  say  twenty  years,  does  not  lead  to  a 
feeling  of  confidence.  To  protect  itself  from  too  rapid  a change 

in  its  monetary  units,  society  invents  institutions  to  regulate  its 
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money.  Various  kinds  of  financial  institutions,  both  public  and 
private,  have  been  developed  to  regulate  money.  In  this  learning 
situation  we  will  discuss  the  development  and  operation  of  private 
financial  institutions.  Public  financial  institutions  and  their 
relationship  with  private  financial  institutions  will  be  studied  in 
Unit  13.  The  following  demonstration  involves  you  in  a situation 
which  shows  the  need  for  a financial  institution  to  act  as  a clear- 
i nohouse  for  persons  who  wish  to  borrow  mo*  v and  for  persons  who 
wish  to  lend  money.  It  illustrates  one  reason  why  a society  is  led 
to  the  invention  of  a bank.  Later,  we  will  investigate  other  ser- 
vices which  banks  perform  and  how  different  kinds  of  banks  special- 
ize in  various  services. 

Preparation:  Before  the  demonstration  begins,  certain  definitions  and  rules 

must  be  given. 

Definitions: 

1.  Net  worth — Mr.  Miller  owns  an  automobile  valued  at  $2,000, 
FTouse  worth  $18,000,  furniture  and  appliances  valued  at 
$3,000,  and  $2,000  in  savings.  He  owes  $6,000  to  the  bank 
and  $4,000  to  his  father.  We  can  list  the  value  of  all 
the  things  he  owns  in  one  column  called  assets  and  all  the 
debts  he  owes  in  another  column  called  liabilities. 

Assets  Liabi 1 i t i es 

$ 2,000  $ 6,000 

18.000  M00 

3.000 

2.000  

$25,000  $10,000 

By  subtracting  his  liabilities  ($10,000)  from  his  assets 
($25,000)  we  obtain  his  net  worth  which  is  $15,000.  Net 
worth  is  a person's  assets  minus  his  liabilities. 

2.  Financial  intentions— In  this  demonstration  the  term  fi- 
nancial intention  means  the  desire  of  a person  to  borrow 
money  or  lend  money  or  both  borrow  and  lend  money. 

3.  Level  of  risk— In  this  demonstration  the  financial  inten- 
tions of  certain  persons  are  described  as  a willingness 
to  lend  money  to  other  persons  at  various  levels  of  risk. 
What  are  the  chances  that  the  loaned  money  will  not  be 
repaid?  This  is  the  simple  notion  of  risk  used  in  this 
demonstration.  The  levels  of  risk  are  numbered  in  a 
scale  from  one  to  six  with  the  following  meanings  attached 

to  each  number: 

extreme  risk  3.  average  risk 

high  degree  of  risk  2„  low  degree  of  risk 
moderate  risk  1.  very  little  risk 
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The  higher  the  number  is,  the  greater  the  risk. 

Demonstration:  Every  student  in  the  class  will  be  assigned  a role  to  play 

in  the  demonstration.  The  list  below  contains  descriptions 
of  the  net  worth  and  financial  intentions  of  an  imaginary 
group  of  persons.  The  teacher  will  assign  a letter  (A,  B, 
C....Z)  or  a Roman  numeral  (I,  II,  III....X)  to  each  stu- 
dent. At  the  teacher's  signal  each  student  will  move  about 
the  room  trying  to  find  some  other  person  whose  financial 
intentions  fit  with  his  own.  For  example,  person  R who 
wishes  to  borrow  $1,000  locates  person  X who  is  willing  to 
make  a loan  at  the  risk  4 level.  Person  X then  locates 
someone  else  to  loan  the  remainder  of  his  money.  After 
three  minutes,  the  teacher  will  determine  how  many  students 
were  able  to  satisfy  the  financial  intentions  of  their 
assigned  role.  Each  student  whose  role  calls  for  a willing- 
ness to  lend  money  at  a certain  level  of  risk  will  have  to 
judge  the  lesvel  of  risk  of  the  person  seeking  a loan.  This 
judgment  is  based  on  the  net  worth  of  the  person  seeking 
the  loan  and  on  the  amount  of  money  he  desires  to  borrow. 

Rule  1 : Every  student  seeking  a loan  must  properly  identify 

himself  by  letter  or  Roman  numeral  so  that  the  student  who 
has  money  to  lend  can  check  his  net  worth  on  the  Demonstra- 
tion List. 

Rule  2:  Each  student  will  carry  a piece  of  paper  and  a 

pencil  with  which  he  will  record  all  transactions.  For 
example: 

Student's  Name — Stephen  Lentz 

Assigned  Role--H 

Transactions : 

1.  Borrowed  $1,000  from  Jerry  Wells  (M) 

2.  Borrowed  $1,000  from  Susan  Zilch  (I) 

3.  Loaned  $5,000  to  Peter  Kranch  (P) 

Prepare  your  papers  as  described  above  and  wait  for  your 
teacher's  signal  to  start. 

Note:  Certain  classroom  situations  may  preclude  the  use  of 

the  active  demonstration  described  here.  In  this  case,  a 
discussion  of  the  difficulties  involved  in  getting  persons 
with  different  financial  intentions  together  without  a bank 
may  develop  from  an  inspection  of  the  Demonstration  List. 
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Demonstration  List 


Net  Worth 

Financial  Intentions 

$ 10,000 

Willing  to  lend  $1,000  at  the  risk  2 level. 

25,000 

Willing  to  lend  $3,000  at  the  risk  2 level 
and  willing  to  lend  $2,000  at  the  risk  4 
level . 

20,000 

Seeking  a loan  of  $3,000  and  willing  to 
lend  $1,000  at  the  risk  1 level. 

15,000 

Seeking  a loan  of  $5,000. 

50,000 

Willing  to  lend  $10,000  at  the  risk  2 
level  and  $5,000  at  the  risk  4 level  and 
$2,000  at  the  risk  6 level. 

50,000 

Seeking  a loan  of  $20,000. 

100,000 

Willing  to  lend  $30,000  at  the  risk  3 
level,  $10,000  at  the  risk  5 level,  and 
$2,000  at  the  risk  6 level. 

30,000 

Seeking  a loan  of  $5,000  and  willing  to 
lend  $2,000  at  the  risk  1 level. 

10,000 

Willing  to  lend  $1,000  at  the  risk  2 
level  and  $1,000  at  the  risk  1 level. 

20,000 

Willing  to  lend  $3,000  at  the  risk  2 
level  and  $1,000  at  the  risk  5 level. 

5,000 

Seeking  a loan  of  $1,000. 

5,000 

Seeking  a loan  of  $10,000. 

5,000 

Willing  to  lend  $1,000  at  the  risk  1 level 

3,000 

Seeking  a loan  of  $3,000. 

10,000 

Seeking  a loan  of  $20,000. 

10,000 

Seeking  a loan  of  $10,000. 

2,000 

Seeking  a loan  of  $5,000. 

1 ,000 

Seeking  a loan  of  $1,000. 

2,000 

Seeking  a loan  of  $1,000. 

t 


( 
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Demonstration  List  (Continued) 


Person 

Net  Worth 

Financial  Intentions 

T 

$ 5,000 

Seeking  a loan  of  $5,000. 

U 

1,000 

Seeking  a loan  of  $5,000. 

V 

1,000 

Seeking  a loan  of  $1,000. 

W 

20,000 

Seeking  a loan  of  $50,000. 

X 

100,000 

Willing  to  lend  $30,000  at  the  risk  2 
level  and  $10,000  at  the  risk  4 level. 

Y 

200,000 

Willing  to  lend  $30,000  at  the  risk  3 
level . 

Z 

500,000 

Willing  to  lend  $100,000  at  the  risk  2 
level,  $50,000  at  the  risk  4 level  and 
$10,000  at  the  risk  5 level. 

I 

45,000 

Seeking  a loan  of  $20,000. 

II 

20,000 

Seeking  a loan  of  $30,000, 

III 

20,000 

Willing  to  lend  $5,000  at  the  risk  1 level. 

IV 

75,000 

Seeking  a loan  of  $100,000. 

V 

200,000 

Seeking  a loan  of  $300,000. 

VI 

30,000 

Seeking  a loan  of  $10,000  and  willing  to 
lend  $3,000  at  the  risk  2 level. 

VII 

20,000 

Seeking  a loan  of  $40,000. 

V III 

10,000 

Willing  to  lend  $2,000  at  the  risk  1 level 
and  $1,000  at  the  risk  2 level. 

IX 

25,000 

Willing  to  lend  $5,000  at  the  risk  3 
level  and  $1,000  at  the  risk  6 level. 

X 

5,000 

Seeking  a loan  of  $1,000. 

III.  Third 

Situation:  A Flexible 

Money  Supply 

This  learning  situation  will  be  a demonstration  in  which  you  will  par 
ticipate.  The  directions  will  be  given  by  the  teacher. 


Unit  13:  Monetary  and  Fiscal  Policies 


I.  First  Situation:  A Flexible  Money  Supply 

A.  In  the  last  unit  we  discussed  the  need  for  a flexible  money  supply. 
Then,  we  discovered  that  we  have  a flexible  money  supply,  but  how 
do  we  increase  or  decrease  the  amount  of  money?  if  we  need  an 
additional  supply  of  money  it  must  be  created.  In  a series  of 
scenes— each  scene  representing  a different  bank— we. will  see  how. 
the  commercial  bank  creates  money  in  the  process  of  its  daily  busi- 
ness . 

B.  The  following  play  is  suggested  as  an  introduction  to  the  process 
of  creating  flexibility  in  the  money  supply.  The  teacher  may  use 
his  desk  to  represent  a commercial  bank.  He  is  the  moderator.  He 
makes  the  changes  from  Scene  I— the  first  bank— to  Scene  II— the 
second  bank— and  so  on.  He  will  select  six  actors  for  the  cast  of 
Scene  I,  3 actors  for  Scene  II,  and  3 actors  for  Scene  III. 

Changing  the  Supply  of  Money 


SCENE  I 
CAST: 

Mr.  Monetary 
Mr.  Cashbaugh 

Mr.  Speed 

Mike 

Mr.  Champp 
Mr.  Tanner 


the  banker  for  the  Federal  Reserve  Bank  (known  as  the  "Fed') 
who  keeps  the  records  for  the  "Fed"  on  the  chalkboard, 
the  banker  for  the  1st  National  Bank,  who  is  seated  at  the 
desk.  He  has  a record  book,  a pad  of  notes,  and  3 check- 
books. , . . 

the  depositor,  who  has  $10,000  in  currency  to  deposit  in 

the  1st  National  Bank,  and  deposit  slips  (original  and 

dupl icate) . . , £ . 

the  Brinks  messenger,  who  stands  near  the  desk  of  the  com- 
mercial banker.  He  has  several  large  envelopes,  one  of 
which  is  marked  REQUIRED  RESERVES.  . . 

the  borrower  (representing  the  Champion  Sporting  Goods  Co.; 
who  comes  to  the  bank  to  borrow  $8,000  in  order  to  increase 
their  stock  of  sporting  goods  for  the  coming  football  season. 
He  is  seated  at  the  front  of  the  room  on  the  left  side, 
the  supplier  of  leather  goods  who  receives  the  order,  and 
later,  the  check  for  $8,000  from  the  Sporting  Goods  Co. 

The  supplier  is  seated  at  the  front  of  the  room  on  the  right 

side. 


Setting:  1st  National  Bank 

(The  actors  take  their  places  for  the  first,  scene.) 

Teacher:  May  I present  Mr.  Monetary  (banker  for  the  Federal  Reserve 

Bank),  Mr.  Cashbaugh  (banker  for  the  1st  National  Bank), 
and  Mike,  the  Brinks  messenger. 
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Mr.  Speed: 

Mr.  Gashbaugh: 


Mike: 

Mr.  Cashbaugh: 
Mike: 

Mr.  Cashbaugh: 


Mike: 

Mr.  Cashbaugh: 


(takes  checks,  currency,  and  deposit  slips  to  the  banker  at 
the  1st  National  Bank) 

Good  morning,  Mr.  Cashbaugh.  Please  deposit  this  to  my 
account. 

Hm!  $10,000.  You  must  have  closed  some  good  deals  yester- 
day. 

(The  banker  stamps  the  deposit  slips  and  gives  the  duplicate 
to  Mr.  Speed) 

Thank  you. 

(Mr.  Speed  returns  to  his  seat) 

Let's  see,  (he  is  filling  out  a form  for  the  "Fed"  and 
counting  the  checks  and  currency  which  he  puts  in  an  enve- 
lope marked  "required  reserves")  20%  of  $10,000  is  $2,000. 
Mike!  Deposit  this  $2,000  to  the  account  of  the  1st  National 
Bank  at  the  "Fed".  It  is  for  required  reserves. 

(putting  the  money  and  deposit  slip  in  the  large  envelope 
marked  REQUIRED  RESERVES) 

By  the  way,  (pointing  to  the  words  on  the  envelope)  what  is 
"required"  about  this? 

You  see,  Mike,  there  is  a regulation  that  requires  us  to  de- 
posit 20%  of  all  our  demand  deposits  in  the  "Fed".  You 
saw  Mr.  Speed  deposit  $10,000  to  his  account.  ! must  de- 
posit $2,000  in  the  "Fed";  it  is  the  required  reserve. 

Yeh?  Why? 

For  a couple  of  reasons--f i rst , we  know  that  it  assures  us 
that  we  can  pay  our  depositors  when  they  want  to  withdraw 
money.  You  know  that  all  of  them  do  not  draw  out  all  of 
their  money  at  the  same  time,  in  other  words,  we  have  both 
deposits  and  withdrawals  every  day;  but  the  most  important 
reason  is  that  it  controls  the  flexibility  of  the  money 
supply. 

Just  what  does  that  mean?  I've  heard  of  "wooden  nickels" 
and  "rubber  checks"  but  how  can  an  honest  banker  change  the 
money  supply? 

In  this  way:  I'm  sending  that  $2,000  to  the  "Fed"  and  keep- 

ing $8,000  out  of  the  $10,000  which  Mr.  Speed  deposited  to 
his  account — but,  excuse  me  a minute. 

(Mr.  Cahmpp  of  the  Champion  Sporting  Goods  Co.  is  approach- 
ing the  desk.) 
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Mr.  Champp: 


Mr.  Cashbaugh: 

Mr.  Champp: 

Mr.  Cashbaugh: 


Mike: 

Mr.  Cashbaugh: 
Mike: 

Mr.  Cashbaugh: 
Mike: 

Mr.  Cashbaugh: 
Mike: 


Good  morning. 

Good  morning,  Mr.  Cashbaugh.  I am  Mr.  Champp  of  the 
Champion  Sporting  Goods  Co.  These  schools  are  "swamping 
me"  with  orders  to  be  filled  by  September.  My  stock  isn't 
large  enough,  and  I surely  don't  want  to  lose  the  business. 

I need  money  for  additional  stock  to  be  sure  of  filling 
all  of  the  orders  I expect  to  get. 

Could  you  stagger  your  order*  and  collections  in  order  to 
manage  with  $8,000? 

Well,  I'll  do  the  best  I can. 

(He  writes  out  a note  for  $8,000.) 

Please  sign  this  note,  here. 

(Mr.  Champp  signs  the  note.) 

Thenk  you,  and  here  is  your  checkbook. 

(Mr.  Cashbaugh  records  the  demand  deposit--a  credit  to  the 
account  of  the  Champion  Sporting  Goods  Co. 

Mr.  Champp  leaves  the  bank  and  goes  to  the  desk  of  the  sup- 
pi  ier,  Mr.  Tanner.) 

(Speaking  to  Mike)  Now,  why  could  I lend  only  $8,000  to  Mr. 
Champp? 

I suppose  it  was  because  I had  the  other  $2,000— the  reserve 
requirement  that  must  be  deposited  in  the  "Fed". 

Right! 

But  Mr.  Champp  didn't  get  his  money! — his  $8,000. 

Not  in  currency,  no,  but  in  the  form  of  a demand  deposit. 

He  won't  pay  for  the  goods  until  the  order  is  filled,  but 
he  has  to  know  that  he  can  pay  for  it  when  the  goods  are 
delivered.  This  is  the  way  we  do  it.  (Opening  the  account 
books)  We  credit  Mr.  Champp's  account  for  $8,000.  Remember, 
I gave  him  a checkbook.  When  he  pays  for  the  sporting  goods, 
he  writes  a check  on  this  account.  It  is  a kind  of  money, 
just  as  currency  is  money. 

Can  Mr.  Speed  still  write  checks  on  his  account  for  $10,000? 

Yes,  Mr.  Speed  can  write  check  for  $10,000,  and  Mr.  Champp 
can  write  checks  for  $8,000. 

That  is  just  like  having  $8,000  more  money  in  the  money 
supply  than  we  had  5 minutes  ago. 
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Mr.  Cashbaugh: 

That's  exactly  the  point!  We  have  increased  the  money  sup- 
ply. If  you  are  really  interested,  why  don't  you  ask  Mr. 
(teacher)  to  keep  a record  on  the  chalkboard.  Each  time 
money  is  created  he  will  write  the  name  of  the  bank  and  the 
amount  of  money  that  is  created. 

Mike: 

Mr.  (teacher),  the  1st  National  Bank  has  just  created  $8,000 

(The  teacher  records  the  amount  on  the  chalkboard. 

Mr.  Champp  returns  to  his  seat  on  the  left  side  of  the  room, 
and  Mr.  Tanner  completes  the  order  form) 

Mr.  Cashbaugh: 

Now,  you  better  get  over  to  the  "Fed".  We'll  discuss  the 
flexible  money  supply  later. 

(Mike  takes  the  envelope  to  Mr.  Monetary  who  credits  the 
"Reserve  Requirements"  account  with  $2,000  and  records  the 
name  of  the  bank.  He  stays  with  Mr.  Monetary  during  the 
remainder  of  the  scene.) 

Mr.  Tanner: 

(Calling  Mr.  Champp  on  the  phone)  Your  order  amounts  to 
$8,000,  Mr.  Champp.  1 understand  that  you  would  like  deliv- 
ery as  soon  as  possible.  The  terms  are  payment  on  delivery. 

Mr.  Champp: 

Right! 

Mr.  Tanner: 

Thank  you. 

(Mr.  Tanner  delivers  the  goods  to  Mr.  Champp.) 

Mr.  Champp: 

1 have  your  check  ready  for  you- -$8,000. 

Mr.  Tanner: 

Thank  you. 

(Mr.  Tanner  returns  to  his  seat  on  the  right  in  the  front 
of  the  room.  He  remains  there  for  Scene  II.) 

END  OF  SCENE  I 

(Mr.  Monetary,  the  banker  for  the  Federal  Reserve  Bank, 
remains  at  the  chalkboard.  All  others,  except  Mr.  Tanner, 
return  to  their  regular  seats  in  the  classroom.  Mr.  Tanner 
remains  in  his  seat  at  the  front  of  the  room.) 

o 
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SCENE  II 
CAST: 

Mr.  Monetary 

Mr.  Tanner 
Mike 

Mr.  Checkman 
Mr.  Burger 

Mr.  Nailer 

Setting:  2nd 

Teacher: 


Mr.  Tanner: 
Mr.  Checkman: 
Mike: 

Mr.  Checkman: 


the  banker  for  the  Federal  Reserve  Bank  is  held  over  from 
Scone  I • 

- the  supplier  in  Scene  I becomes  the  depositor  in  Scene  II* 

- the  Brinks  messenger  is  held  over  from  Scene  I. 

- the  banker  for  the  2nd  National  Bank  is  seated  at  the  desk. 

- the  borrower  (from  The  Hot  Spot  restaurant)  comes  to  the 
bank  to  borrow  $6,400  to  remodel  his  restaurant.  He  is 
seated  at  the  front  of  the  room  on  the  left  side. 

- the  contractor,  who  gives  the  owner  of  the  restaurant  an 
estimate  for  remodel ing,-- receives  the  order  and  a check. 

He  is  seated  at  the  front  of  the  room  on  the  right  side. 


National  Bank 

May  I present  Mr.  Checkman,  the  banker  for  the  2nd  National 
Bank. 

(The  banker  takes  his  place  at  the  desk.  Mike  follows  and 
stands  behind  the  desk.  The  borrower,  Mr.  Burger,  and  the 
contractor,  Mr.  Nailer,  take  their  places  at  the  front  of 
the  room.) 

(taking  the  check  for  $8,000  and  deposit  slips  to  the  bank) 

Good  morning,  Mr.  Checkman,  please  deposit  this  check  to  my 
account.  These  new  consolidated  schools  are  really  good 
for  my  business. 

Thank  you. 

(He  stamps  the  deposit  slips  and  gives  the  duplicate  to  Mr. 
fanner.  Mr.  Tanner  returns  to  his  regular  seat  in  the  class 

room. ) 

(Leaning  over  Mr.  Checkman 's  shoulder) 

Are  we  going  to  create  more  money? 

Shh! 

(Mr.  Checkman  is  writing.) 

Let's  see.  20%  of  $8,000  is  $1,600. 

(He  puts  the  deposit  form  and  the  money  in  an  envelope, 
marked  "required  reserves"  and  gives  it  to  Mike.) 


644 


Mike: 

(Already  has  his  REQUIRED  RESERVE  envelope  open) 

Yes,  1 know.  This  $1,600  is  the  20%  reserve  requirement 
which  1 will  take  to  the  "Fed"  because  it  is  a banking  regu- 
lation. But,  do  you  mind  if  1 stay  for  a minute?  Here 
comes  someone. 

(Enter  the  borrower,  Mr.  Burger,  from  The  Hot  Spot 
restaurant.) 

Mr.  Checkman: 

Good  morning,  Mr.  Burger. 

Mr.  Burger: 

Good  morning,  Mr.  Checkman.  As  you  know,  they  built  that 
new  school  near  my  restaurant.  The  chances  are  good  that 
my  business  will  really  boom  when  school  starts,  especially 
during  football  and  basketball  season.  1 have  an  estimate 
from  the  contractor,  Mr.  Nailer,  to  remodel  the  west  side 
for  a "carry-out"  section,  but  1 will  need  to  borrow  $6,400. 

Mr.  Checkman: 

That  is  a good  investment;  1 will  be  glad  to  arrange  for  the 
loan. 

(Mr.  Checkman  prepares  the  note.) 

Please  sign  this  note  for  $6,400. 

(Mr.  Burger  signs  the  note.) 

Thank  you.  This  is  your  checkbook.  Good  luck! 

(Mr.  Checkman  records  the  demand  deposit--a  credit  to  the 
account  of  The  Hot  Spot  restaurant.  He  leaves  the  book 
open. ) 

Mike: 

(While  Mr.  Checkman  is  recording  the  demand  deposit,  Mike 
is  sketchily  writing  on  the  chalkboard.)  j $8,000 

S 1.600 

$6,400 

Ah.1  You  have  loaned  all  of  the  cash  on  hand  after  giving 
me  the  required  reserves.  You  have  created  $6,400.'  That 
shows  that  Mr.  Burger  can  write  checks  for  $6,400. 

Mr.  Checkman: 

Right.1 

(Moving  the  record  book  closer  to  Mike) 
We  call  it  a demand  deposit. 

Mike: 

Oh,  yes,  1 understand.  Well,  good-by,  Mr.  Checkman. 
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Mr.  Checkman: 
Mr.  Burger: 


Mr.  Nailer: 


Mike: 


Mr.  Burger: 
Mr.  Nailer: 


(Mike  takes  the  required  reserves  to  Mr.  Monetary  who 
credits  the  Reserve  Requirements  account  with  $1,600.  Mike 
stays  with  Mr.  Monetary  while  the  contractor,  Mr.  Nailer, 
and  Mr.  Burger  are  discussing  the  contract^ 

Good-by. 

(Looking  at  a trade  magazine) 

I agree  with  you.  This  looks  like  the  best  plan.  When  can 
you  complete  the  job?  I have  arranged  to  borrow  the  money 
from  the  2nd  National  Bank,  and  I will  pay  you  upon  comple- 
tion of  the  job. 

I assure  you  that  it  will  be  completed  in  30  days.  Thank 
you  for  the  contract. 

(Mr.  Burger  returns  to  his  seat  in  front  of  the  room.) 

(Mike  returns  to  Mr.  Checkman 's  desk.) 

Mr.  (teacher) . We  created  $6,400  when  Mr.  Checkman  loaned 
the  money  to  Mr.  Burger.  Did  you  record  it? 

(The  teacher  records  the  $6,400  and  identifies  it  by  writing 
"2nd  National  Bank".  He  adds  the  demand  depos i ts— $10,000, 
$8,000,  and  $6,400  while  Mike  watches.) 

What  do  you  know!  Mr.  Speed  deposited  $10,000  in  checks 
and  currency,  and  now  we  have  demand  deposits  amounting  to 
$24,400. 

(Mr.  Checkman  tears  a page  off  the  calendar  to  indicate  the 
passi ng  of  time.) 

(Takes  a check  for  $6,400  to  Mr.  Nailer) 

You  did  a fine  remodeling  job.  I have  a check  for  you-- 
$6,400. 

Thank  you.  Good-by. 

(Mr.  Burger  returns  to  his  regular  seat  in  the  classroom.) 
END  OF  SCENE  II 

(Mr.  Monetary  remains  at  the  chalkboard.  All  others, 
except  Mr.  Nailer,  return  to  their  regular  seats.  Mr. 

Nailer  remains  in  his  seat  at  the  front  of  the  room.) 
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SCENE  III 


CAST: 

Mr.  Monetary 
Mr.  Nailer 
Mike 

Mr.  Loanaker 
Mr.  Eggbert 

Mr . Cooke 


- the  banker  for  the  Federal  Reserve  Bank  is  held  over  from 

Scene  II.  . . ... 

- the  contractor,  who  becomes  the  depositor,  remains  at  the 

front  seat  which  he  occupied  in  Scene  II. 

- the  Brinks  messenger  is  held  over  from  Scene  II. 

- the  banker  for  the  3rd  National  Bank  is  seated  at  the  desk. 

- the  borrower,  who  comes  to  the  bank  to  borrow  $5,120  for 
new  cafeteria  equipment  for  the  school. 

- the  salesman  for  the  Buckeye  Fixture  Company. 


Setting: 
Teacher : 


3rd  National  Bank 

May  I present  Mr.  Loanaker,  the  banker  for  the  3 » d National 
Bank. 


(The  banker  takes  his  place  at  the  desk.  Mike  follows  and 
stands  behind  the  desk.  Mr.  Eggbert,  the  borrower,  is 
seated  at  the  front  of  the  room  on  the  left  side,  and  Mr. 
Cooke,  the  salesman,  is  seated  at  the  front  of  the  room  on 
the  right  side  near  Mr.  Nailer.) 

Mr.  Nailer:  (Takes  the  check  for  $6,400  and  the  deposit  slips  to  the 

banker.) 

Good  morning,  Mr.  Loanaker.  I want  to  deposit  this  check 
to  my  account. 

Mr  Loanaker:  (The  banker  stamps  the  deposit  slips,  gives  the  duplicate 

copy  to  Mr.  Nailer,  the  depositor,  and  records  the  amount 
of  the  demand  deposit  - a credit  to  Mr . Nailer*s  account. 
Mr.  Nailer  returns  to  his  own  seat.) 


20%  of  $6,400  is  $1,280.  That  is  $1,280  for  required  reserves 
and  $5,120  cash  on  hand.  Mike,  this  is  a reserve  deposit. 

Take  it  to  the  "Fed". 


Mike:  Yes,  sir. 

(Mike  takes  the  required  reserve  to  Mr.  Monetary,  who  records 
the  amount  and  name  of  the  bank  i n the  requ i red  reserves 
account.) 

(Enter  Mr.  Eggbert.  He  goes  to  the  desk  of  the  3rd  National 
Bank.) 

Mr.  Loanaker:  Good  morning,  Mr.  Eggbert. 

Mr.  Eggbert:  Good  morning,  Mr.  Loanaker.  You  may  recall  that  I applied 

for  a loan  for  purchasing  the  new  cafeteria  equipment  for 
the  school.  As  you  know,  I was  granted  the  contract. 
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Mr.  Loanaker: 
Mr.  Eggbert: 

Mr.  Eggbert: 


Mi  ke: 

Mr.  Loanaker: 
Mike: 

Mr.  Loanaker: 
Mike: 


Mr.  (teacher): 
Mi  ke: 

Mr.  Eggbert: 


Yes,  sir.  We  can  grant  you  a loan  for  $5,120.  I have  the 
papers  ready  for  you.  Please  sign  the  note  here  (indicating 
the  place  to  sign).  This  is  your  checkbook. 

Thank  you. 

(The  banker  makes  the  entry  to  the  account  of  Mr.  Eggbert 
for  $5,120.  Mr.  Eggbert  goes  to  the  desk  of  Mr.  Cooke  to 
look  at  equipment  brochures.) 

You  may  fill  my  order  for  the  cafeteria  equipment  according 
to  the  specifications.  I have  arranged  for  a loan  at  the 
3rd  National  Bank. 

(Mr.  Eggbert  returns  to  his  seat  at  the  front  of  the  room.) 
(In  the  meantime,  Mike  returns  to  the  desk  of  Mr.  Loanaker.) 

Did  you  lend  the  $5,120?  You  know,  I am  really  interested 
in  this  banking  business.  I am  keeping  a record  of  the 
money  that  is  created. 

Yes,  I did. 

(Turning  to  the  chalkboard  and,  speaking  deliberately,  re- 
calls the  transaction  and  makes  the  computation.) 

Mr.  Nailer  deposited  a check  for  $6,400  and  you  sent  $1,280 
to  the  "Fed".  That  means  that  you  created  $5,120. 

That  is  right,  Mike.  You  have  the  idea,  don't  you. 

(Addressing  the  teacher  who  is  keeping  the  record  at  the 
chalkboard.) 

We  have  increased  the  money  supply  again,  Mr.  (teacher) . 

This  time  we  added  $5,120  to  the  money  stream.  How  much 
additional  amount  of  money  altogether? 

(Adding  on  the  chalkboard)  $8,000  + $6,400,  plus  $5,120  = 
$19,520  has  been  created  as  a result  of  the  $10,000  deposit 
by  Mr.  Speed. 

Altogether,  depositors  can  write  checks  for  $29,520. 

(Mr.  Eggbert  goes  to  Mr.  Cooke's  desk.) 

(presenting  the  bill)  I have  completed  the  school  cafeteria 
job  and  it  has  been  inspected. 

(Writing  the  check  after  looking  at  the  bill)  Yes,  I know,  - 
and  it  seems  to  be  working  fine.  - $5,120.  (Mr.  Eggbert 
remains  at  Mr.  Cooke's  desk  while  he  writes  the  check.) 
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Mike:  Mr.  Loanaker,  when  Mr.  Cooke  deposited  that  check  in  a 

bank,  the  bank  can  create  more  money  by  making  another  loan, 
can't  it?  (Mike  turns  to  the  chalkboard  and  writes.)  20% 
of  $5,120  is  $1,024.  Then,  I will  take  $1,024  to  the  "Fed" 
for  the  required  reserves,  and  the  bank  can  lend  $4,096  to 
someone  who  can  use  it  to  improve  his  business.  Really, 
it  j_s  money  in  the  bank  because  he  can  write  checks  for 
that  amount  to  pay  for  the  project. 

Mr.  Loanaker:  Yes,  it  is  money. 

Mike:  What  bothers  me  is  that  we  are  going  to  get  an  awful  pile 

of  money,  someday.  Where  does  it  stop? 

Teacher:  Excuse  me,  may  I interrupt.  The  class  has  observed  this 

accumulation  of  money,  too.  How  would  you  answer  Mike's 
question? 

II.  Second  Situation:  The  Fed  in  Action 

In  the  last  situation  you  were  introduced  to  the  idea  that  banks  could 
create  money.  Can  banks  create  as  much  money  as  they  want?  Are  there 

any  limitations  on  the  banks'  power  to  create  new  money?  We  saw  in  the 

last  learning  situation  that  banks  must  keep  a certain  amount  of  their 
money  in  the  Federal  Reserve  Bank.  This  then  becomes  a limitation  on 
how  much  the  banks  can  loan.  The  purpose  of  this  situation  is  to  show 
how  the  requirement  set  by  the  Fed  can  influence  the  money  supply. 

The  Reserve  Requirement 

Steve  Watkins  has  just  started  working  at  a gasoline  station.  He's  making 
$25  a week  and  spending  $15*  Therefore,  he  had  $10  cash  each  week  which  he 
was  putting  in  a cigar  box  in  his  desk.  Soon  he  had  $100  in  his  box,  and 
his  dad  suggested  he  put  the  money  in  a bank.  Steve  wanted  to  save  the 
money  towards  buying  a car,  so  he  decided  to  put  it  in  a checking  account. 
This  story  will  follow  the  process  of  what  the  bank  may  do  with  Steve's  $100 
deposit.  Each  of  the  banks  involved  in  the  story  has  an  actual  name  such 

as  First  National  Bank  or  Columbus  Trust,  but  for  s irnpl ici ty  we  wi 1 1 refer 

to  these  as  Bank  I,  Bank  II,  etc.,  to  show  that  different  banks  are  involved. 
We  will  also  assume  that  banks  must  keep  20%  of  all  of  their  deposits  in 
the  Federal  Reserve  Bank. 

The  $100  which  Steve  deposited  in  Bank  I allows  this  bank  to  make  loans  up 
to  $80.  Why  can  only  $80  be  loaned  and  not  $100?  You  should  recall  from 
the  previous  situation  that  Bank  I had  to  place  $20  in  the  Federal  Reserve. 

Marc  Kneller  has  been  saving  his  money  to  buy  a motorcycle.  Motorcycles 
are  on  sale  right  now,  and  he  figures  this  is  the  best  time  to  buy,  but  he 
is  short  $80  of  the  purchase  price.  Marc  has  a job  in  a super  market  and 
has  kept  his  pavings  up  to  this  time  in  Bank  I.  The  bank  is  willing  to  loan 
him  the  necessary  $80.  He  takes  his  cash  and  the  bank's  check  for  $80  to 
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the  Davidson  Motorcycle  Co.  and  buys  the  motorcycle.  The  Davidson  Company 
deposits  Marc's  check  in  Bank  IX.  Bank  II  then  places  20%  of  the  $80  ($16) 
in  the  Federal  Reserve  Bank,  and  now  has  $64  available  for  loans. 


Mr.  Crandall's  wife  was  sick,  and  he  needs  $64  to  pay  the  hospital.  He  is 
a regular  depositor  at  Bank  II,  and  he  goes  there  to  ask  for  a loan.  Bank 
II  has  the  amount  Mr.  Crandall  needs  and  since  he  is  a regular  customer  of 
the  bank,  they  loan  him  $64  with  which  he  pays  the  City  General  Hospital 
which,  in  turn,  deposits  the  $64  in  the  bank.  The  bank  now  has  additiona 
money  to  loan  as  shown  below. 

The  vast  number  of  possible  transactions  can  be  shown  through  use  of  the 
following  table.  The  dots  (•••)  used  in  the  table  signify  an  infinite 
number  of  transactions,  all  of  which  will  total  approximately  the  sum  shown 
at  the  bottom  of  the  table. 


Depos i ts 

Reserve  Reauirement 

Loans 

$100.00 

$20.00 

$80.00 

80.00 

16.00 

64.00 

64.00 

12.80 

51.20 

51.20 

10.24 

40.96 

40.96 

8.20 

32.76 

32.76 

6.55 

26.21 

26.21 

5.24 

20.97 

20.97 

4.19 

16.78 

16.78 

3.36 

13.42 

13.42 

• 

• 

• 

2.68 

• 

• 

• 

10.74 

• 

• 

• 

$500.00 

$100.00 

$400.00 

Financing  a Ship 


Jack  was  in  the  Hobby  Shop  admiring  the  new  ship  models  which  had  just  come 
in.  Mr.  Brewster,  the  owner,  saw  him  looking  at  them  and  came  over  to  talk 
to  him.  "I  see  you  in  here  a lot,  Jack.  You  make  a lot  of  models,  don't 

you?" 

"Yes,  I have  about  ten  already  and  want  to  start  on  another  one.  Now  I 
just  have  to  decide  what  I want,"  said  Jack  as  he  browsed  around. 


5-33-  rjrj- 
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Suddenly  Mr  Brewster  said,  -Jack,  I just  had  an  idea.  I need  some  new 
models  to  put  in  the  window.  If  you  do  a really  good  job  with  the  next  one 
you  make,  bring  it  to  me  and  let  me  see  it.  If  the  model  is  good  enough, 

I II  buy  it  back  from  you  to  put  on  display." 

Dlus  the  El?  JKi*r*  ab°i^  th,‘S-  He  wou,d  have  the  fun  of  making  the  model 

plus  the  tact  that  he  could  make  some  money  on  it.  "Mr.  Brewster  that 

sounds  like  a great  idea.  How  exactly  would  it  work?"  * 

•Well,"  answered  Mr.  Brewster,  "you  would  buy  the  model,  which  costs  $5, 
?**fr-YOU  PHt  '*  ^Keryou  would  bring  it  in  for  me  to  check.  If  I 

sound  fairStfyou?"°U9h’  ^ taCk  fr°m  y°U  f°r  $7-  Does  that 

todlv!,  ^n'hd  JaC^‘  5hink  u sounds  great.  ! don't  have  enough  money 

today,  though,  so  I will  have  to  come  in  tomorrow  to  buy  it.11 

Mr.  Brewster  said  he  would  be  looking  forward  to  seeing  him  the  next  day 

I wouL  l!nd  3 "«  6 VhMe  later  with  the  f Wished  product.  "Jack, 

done  by  then  "°  Chan9e  my  d,sp]ay  in  a month,  so  you  will  have  to  have  it 

W3h  frit6d  35  hC  l6ft  the  Hobby  Sh°P»  but  suddenly  he  calmed 
down.  He  didn  t have  any  money  and  he  didn't  know  where  to  get  any  On 

new?"^  h°me  6 ran  int°  hU  b6St  friend»  Ted*  touted  Ted.  "What's 

,'1  iUSt.??t  .a  great  offer  from  Mr*  Brewster.  Can  I borrow  five  dollars?" 

Ted  was  confused,  'Vho  is  Mr.  Brewster  and  why  do  you  need  $5?  Explain 
slowly,  please,  so  that  I can  figure  it  out."  p ,n 

Jack  explained  what  had  happened  in  the  Hobby  Shop  and  concluded,  "So  vou 

see,  I need  $5  right  away  to  buy  that  model.  If  you  could  loan  it  to  me  I 
would  pay  you  back  with  interest."  it  to  me  l 

the  one  who  was  excited.  "You  say  you  would  pay  interest,  too? 


^uktakeUiJt0f°TOt?"inUte  and  the"  Sa‘d  "Fifty  Ce"tS  °n  five  do,,ars- 


Will 


IeorearniH»aitt:ud  h®-!!'?"11  h?je  the  money,  either,  although  it  sounded  lik 

thfv  saiddabAutH?tSa,M  haw°u,d  ta'k‘°  his  parents  that  night  and  see  what 
ThfyJ!  d b?  i l’  MaTbe  he  cou,d  borrow  it  from  them  to  loan  to  Jack. 

The  boys  parted  as  Ted  said  "I'll  let  you  know  in  the  morning." 

Now  both  boys  had  problems.  They  both  wanted  to  borrow  money,  but  Jack 
could  borrow  only  if  Ted  could  arrange  it  with  his  parents.  Ted  talked  to 

hid  hldew-tht^atsni9i^  8t  fUpper  and  to,d  them  about  the  conversation  he 
had  had  with  Jack.  They  thought  the  loan  was  a good  Idea,  but  they  weren't 
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. p if  jack  would  be  able  to  sell  the  model  to  the  Hobby  Shop.  Ted  said 
he  had  seen  some  of  the  models  Jack  had  put  together  and  that  they  were 
vary  good?  T™'s  parents  finally  concluded  that  Jack  was  - good  ns  and 
the?  would  give  Ted  the  money  to  loan  to  him.  However,  Ted  s pareius  de 
d that  they  would  need  some  sort  of  guarantee  that  theloanwould  be 
paid  back.  After  some  thought,  Ted  decided  that  s, nee  he  d.on't  wear  h,s 
watch  much  he  would  give  it  to  his  parents  as  ^9uarantee.They  agre 
give  the  watch  back  to  him  when  he  repaid  the  loan  they  made. 

The  next  day  Ted  gave  the  $5  to  Jack.  Jack  bought  the  model  and,  after  a 
lot  of  hard  work,  sold  it  to  the  Hobby  Shop  for  $7*  A month  la  er 
paid  Ted  $5.50  and  Ted  repaid  his  parents  $5  and  at  the  same  time  go  i 

watch  back. 

Banks  are  i nvo  I *ed  ' its' facilities ‘ anneal" ZnU Bank 
£rar  Although  the  Smith  Street  Bank  felt  that  Ajax  Widjit  was  a 
oood  risk  they  had  no  excess  reserves  with  which  to  make  a loan,  so  y 
fppUeilo  the' Fed  era  I Reserve  Bank.  Since  the  Smith  Street  Bank’s  assets 
included  the  1 0U  of  the  Bouncy  Bubble  Bath  Company,  they  borro  e 
ld?scounted  i t with  the  Federal  Reserve  Bank).  The  I0U  was  for  $1 ,000  but 
the  Fed  would  only  loan  them  $970,  although  they  would  have  Pa*fba^erest 
$1  000  The  $30  difference  is  known  as  a discount  and  YP 

oaimeni  The  Smith  Street  Bank  took  the  $970  which  the  Fed  loaned  to  them 
and  loaned  it  to  the  Ajax  Widjit  Company  at  5 percent  interest  per  year. 

Aiax  Widiit  made  the  expansion,  and  from  the  increased  pro  i w ic 

rhrLfknihr?SuP^^^e^ncy)rbl?5BathyCompany  which  they  had  discounted 
This  whole  process  is  known  as  “rediscounting  . 

in  thi r wav  the  Federal  Reserve  Bank  can  influence  the  money  supply  by 
raising  M^r  he  diccount  rate.  If  the  Fed  feels  the  -ney  supply 
i?  Increasing  too  Rapidly,  they  can  raise  the  discount  rate  which  will  dis- 
courage banks  from  borrowing  because  they  can  no  longer  ma  e a pro  i on 
, 9 ,f  hanks  are  unwilling  to  borrow  money  from  the  Fed,  they  will 

L ill. To^ke  a many  oans  to  consumers.  Since  some  loans  are  a ways 
helnc  reol?d  t“  ^ney  supply  is  decreased  if  banks  are  not  able  to  make 
b 9i^?n?  ’on  the  other  hand,  if  the  Fed  thinks  the  economy  is  entering 
a°period  of  deflation  and  the  money  supply  is  decreasing,  they  can  lower 
the  discount  rate  which  will  allow  banks  to  borrow  more  easily.  This  will 
lncrease°the  loney  supply  by  allowing  the  banks  to  create  more  demand 

deposits. 


Open  Market  Operations 


mmmm* 
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district  banks  make  up  the  Open  Market  Committee.  The  main  task  of  this 
committee  is  to  buy  and  sell  government  securities  in  order  to  influence 
the  money  supply. 

Let  us  see  how  this  might  be  done.  Suppose  for  instance  that  there  were 
indications  that  the  nation  was  entering  a period  of  inflation.  At  a 
meeting  of  the  Open  Market  Committee  a decision  would  be  made  to  counteract 
this  inflationary  tendency.  How  might  this  be  done  besides  the  ways  already 
suggested?  The  Open  Market  Committee  would  vote  to  sell  government  secu- 
rities. This  would  contract  the  money  supply  because  banks  would  use  their 
excess  reserves  to  buy  these  securities  and  thus  have  less  money  to  loan  to 
consumers.  In  other  words,  they  are  restricted  in  their  ability  to  create 
money  through  demand  deposits.  This  in  turn  cuts  down  on  the  ability  of 
the  consumer  to  spend  and  hopefully  holds  back  the  tendency  towards  infla- 
tion. 

What  action  is  the  Open  Market  Committee  likely  to  take  if  a deflationary 
tendency  is  noted?  Why  might  commercial  banks  be  willing  to  sell  securities 
to  the  Fed? 

III.  Third  Situation:  The  Relationship  EJetw^fn  Monetary  and  Fiscal  Policies 

This  situation  will  be  a class  discussion  conducted  by  the  teacher. 


Unit  14:  International  Trade 


The  two  preceding  units  on  money  and  financial  institutions  expanded  the 
concept  of  flows  by  illustrating  the  role  played  by  these  institutions  in 
providing  a medium  in  which  the  flow  of  economic  activity  operates.  Before 
we  move  to  a study  of  the  ways  in  which  nations  coordinate  their  economic 
activities,  one.  major  extension  of  the  flows  concept  remains  to  be  unfolded. 
The  basic  idea  that  is  unfolded  in  all  the  units  in  this  section  of  the. 
course  entitled  flows  is  the  continuous  movement  of  goods  and  services  in 
exchange  for  a continuous  movement  of  money.  This  movement  may  be  studied 
in  terms  of  a few  individuals,  within  a town,  between  towns,  within  a state, 
between  states,  within  a nation,  or  between  nations.  In  general,  the  pre- 
ceding units  analyzed  the  flows  within  a nation;  in  this  unit  the  emphasis 
will  be  on  flows  between  nations.  Much  of  the  previous  analysis  can  be 
extended  directly  into  this  larger  domain  but  the  fact  that  the  flows  are 
now  crossing  national  political  boundaries  does  create  some  special  prob- 
lems which  require  some  special  analytical  tools. 

I.  First  Situation:  An  Expanded  Conception  of  Exports  and  Imports 

This  situation  will  be  covered  entirely  by  classroom  discussion. 

II.  Second  Situation:  The  Balance  of  Payments 

The  Balance  of  Payments ^ 

Take  a jigsaw  puzzle  and  dump  it  out  of  its  box.  You  will  see  a confused 
jumble  of  color  and  contour. 

Then  begin  fitting  the  puzzle  together,  piece  by  piece.  By  the  end  of  an 
evening  you  should  have  before  you  a picture  as  clear  as  a trout  stream  in 
the  Poconos  or  Mt.  McKinley  on  a crisp  autumn  afternoon. 

One  reason  so  many  people  have  difficulty  understanding  the  balance  of  pay- 
ments is  because  they  see  it  as  a jumble  of  unconnected  parts.  Maybe  the 
way  to  present  the  picture  most  clearly  is  to  assemble  the  pieces,  one  by 
one. 

For  the  sake  of  simplicity  let's  think  of  all  the  nations  that  the  United 
States  does  business  with  as  one  country.  We'll  call  it  "Residuum",  and 
we'll  assume  that  only  one  currency,  the  dollar,  is  involved. 

The  United  States  buys  (imports)  goods  from  Residuum  and  sends  dollars  in 
settlement.  The  United  States  also  sells  (exports)  goods  to  Residuum  and 
receives  dollars  back  in  payment. 


1 "The  Balance  of  Payments."  Federal  Reserve  Bank  of  Philadelphia, 
Series  for  Economic  Education,  1965* 
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These  money  flows  are  the  first  pieces  in  the  picture.  In  1964  the  United 
States  bought,  or  imported  about  $19  billion  worth  of  goods  from  Residuum 
and  we  sold,  or  exported  about  $25  billion.  As  a result  of  these  trans- 
actions, the  first  pieces  of  our  balance  of  payments  looked  like  this— 


In  other  words,  we  had  a favorable  balance  of  $6  billion  on  trade  alone. 
Although  specific  products  may  have  trouble,  American  goods,  in  general, 
obviously  are  able  to  compete  very  well  with  those  produced  in  other 

countries. 

It  is  true  that  we  imported  more  crude,  or  raw  materials  then  we  exported 
and  the  same  applies  to  manufactured  foodstuffs.  But  when  you  come  to  other 
manufactured  goods  such  as  industrial  machinery,  computers,  electrical  ap- 
paratus and  so  on,  our  exports,  at  $15  billion,  are  more  than  twice  as 
large  as  our  imports. 

If  only  goods  were  included  in  the  balance  of  payments,  we  would  have  no 
problems.  These  are  other  pieces  in  the  picture,  however. 

Every  June  hundreds  of  thousands  of  American  tourists  pack  up  their  best 
clothes,  get  their  shots  and  travel  to  Residuum.  Together  with  business- 
men and  government  officials  they  spent,  in  1964,  about  $6  billion  for 
transportation  abroad,  accommodations  and  other  services. 

People  from  Residuum  spend  about  $5  billion  for  similar  services  in  the 
United  States  and  so  we  add  the  following  pieces  to  the  picture. 


iui 
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Several  important  areas  of  Residuum  are  enjoying  unprecedented  prosperity. 
Business  is  booming  there  and  Americans  are  finding  opportunities  to  invest 
their  money  and  make  a good  profit.  There  are  three  main  ways  to  invest 
abroad:  (1)  build,  or  buy  a plant  in  a foreign  country;  (2)  buy  the  stocks 

and  bonds  of  foreign  firms  or  governments;  and  (3)  buy  the  short-term 
(less  than  a year)  obligations  of  foreigners.  In  1964,  Americans  invested 
approximately  $6  billion  abroad. 

Our  net  annual  foreign  investment  has  risen  rapidly.  In  1950  it  was  only 
$1  billion  and  in  i960  it  was  still  under  $4  billion.  One  of  the  fastest 
growing  categories  in  the  last  year  or  two  was  long-term  loans  made  abroad 

by  American  banks. 

Our  foreign  investments,  if  wisely  made,  will  yield  interest  and  dividends. 
In  1964,  the  net  income  on  our  accumulated  foreign  investments  was  about  §5 
billion.  Thus  the  picture  now  looks  like  this: 


Next  the  many  activities  of  the  U.S.  Government  abroad  must  be  considered. 
Washington  spends  about  $3  billion  to  maintain  American  Armed  Forces  in 
foreign  countries.  Then  we  grant  certain  nations  about  $4  billion  under  the 
foreign  aid  program.  Our  government  also  makes  loans  and  investments  abroad 
largely  in  underdeveloped  areas  and  they  are  included  here. 
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Add  the  "Other"  or  miscellaneous  categories,  total  the  receipts  and  pay- 
ments, subtract  one  from  the  other  to  determine  if  there  is  a deficit,  or 
a surplus,  and  the  balance  of  payments  picture  for  1964  is  now  complete. 
(See  next  page.) 
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So  you  see  the  hefty  margin  of  American  exports  over  imports  was  more  than 
wiped  out  by  Government  grants,  military  outlays,  tourist  spending  and, 
most  recently,  by  a surge  of  American  investment  abroad.  After  all  parts 
have  been  fitted  in  place  we  paid  out  about  $3  billion  more  to  Residuum 
than  we  received. 

In  essence,  then,  our  balance  of  payments  simply  is  a record  of  all  mone- 
tary receipts  from,  and  payments  to,  the  rest  of  the  world. 

Why  we  worry 

The  United  States  has  had  an  unfavorable  balance  for  14  out  of  the  last  15 
years.  Because  of  the  excess  of  our  payments  over  receipts  during  this 
period,  foreigners  now  own  huge  quantities  of  U.S.  dollars.  Essentially, 
foreigners  can  do  three  things  with  these  dollars: 
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Keep  them  in  banks, 

Invest  them  in  U.S.  securities, 

Exchange  them  for  gold. 

Since  1958,  foreigners  have  converted  over  seven  billion  dollars  to  gold. 
Continuing  balance  of  payments  deficits  and  gold  losses  have  led  some  to 
doubt  the  soundness  of  the  United  States  dollar. 

Although  the  real  value  of  the  dollar  depends  on  its  purchasing  power  and 
the  strength  of  the  American  economy,  many  nations  interpret  payments  def- 
icits and  gold  losses  as  signs  of  potential  weakness.  The  state  of  our 
currency  is  of  vital  importance  abroad.  Numerous  countries  use  dollars  as 
a backing  for  their  own  money.  They  feel  that  dollars  are  the  next  best 
thing  to  gold  because  they  easily  can  be  converted  into  gold  and,  in  turn, 
to  other  currencies,  at  a fixed  price. 

In  addition,  foreigners  use  U.S.  dollars  to  settle  many  business  transac- 
tions, not  only  with  the  United  States,  but  among  themselves.  Actually  the 
dollar  is  sort  of  an  international  currency  in  business  all  over  the  world. 

If  other  countries  lose  confidence  in  the  stability  of  the  dollar,  undoubt- 
edly they  also  will  lose  confidence  in  the  United  States  and  its  political 
policies.  Nobody  wants  to  follow  a weak  leader. 

As  William  McC.  Martin,  Jr.,  Chairman  of  the  Federal  Reserve  Board,  said, 
n.  . . if  the  financial  standing  of  the  United  States  dec 1 i nes,  the  power 
and  influence  this  country  wields  in  the  world*s  affairs  ...  inevitably 
will  decl ine  as  wel 1 ." 


There  is  no  question  that  we  must  keep  the  dollar  strong  both  in  terms  of 
purchasing  power  at  home  and  in  terms  of  gold  abroad.  So  many  free  nations 
depend  on  it.  But  how  do  we  do  it?  One  way  is  to  get  our  receipts  from, 
and  payments  to  Residuum  in  balance  and  keep  them  that  way. 


Freeway  Forum 

Narrator:  As  Ed  Rolfe's  car  sped  along  the  freeway  leading  out  of  San 

Francisco,  Ed  and  his  three  friends  listened  to  a broadcast 
concerning  U.S.  overseas  trade.  The  commentator  had  just 
finished  his  broadcast  by  saying  that  in  14  out  of  the  last  15 
years  the  U.S.  had  spent  more  in  foreign  countries  than  it 
received  from  them.  At  this  point  Ed  leaned  over,  turned  off 
the  radio  and  the  following  conversation  got  under  way: 


2For  a more  detailed  discussion,  see  the  earlier  pamphlet  in  this  series 
entitled  "GOLD!" 
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a±asas 


MM 


659 


Ed: 

Did  you  hear  what  he  just  said?  That  guy  said  that  for  14  out 
of  the  last  15  years  we've  been  shelling  out  more  than  we  re 
taking  in.  Those  idiots  in  Wash i ngton— how  long  do  they  think 

we  can  keep  this  up? 

Bill: 

Listen  to  the  genius  here.  1 suppose  you've  got  a solution  to 
the  problem. 

Ed: 

Sure— — i t 's  simple.  We're  paying  out  more  than  we're  taking  i n-- 
riqht!  Well,  if  we  stopped  buying  all  that  French  perfume,  an 
all  those  German  cars  and  Japanese  cameras  and  all  the  rest  ot 
that  foreign  stuff,  we'd  get  rid  of  the  problems  in  a hurry. 

Steve: 

I'm  with  you.  American  products  are  better  anyway.  People 
don't  realize  that  every  time  they  buy  a foreign  product  some. 
American  is  cheated  out  of  work. 

Herb: 

Wait  a minute.  Do  you  think  it's  okay  for  us  to  sell  our 
products  to  foreign  countries? 

Ed: 

Sure,  why  not? 

Herb: 

So  you're  saying  we  should  sell  as  much  as  we  can  to  other 
countries  but  buy  as  little  as  possible  from  them.  How  are  they 
going  to  get  the  money  to  buy  our  stuff  if  we  don  t buy  anything 

from  them? 

Ed: 

1 don't  understand  what  you J redr i vi ng  at,  but  1 still  think  we 
ought  to  cut  down  on  all  this  imported  stuff. 

Bill: 

You  drink  an  awful  lot  of  coffee,  Ed;  and  how  about  all  the 
chrome  on  your  car,  and  bananas  and  .... 

Ed: 

Come  on,  that's  different.  I'm  not  talking  about  those  things. 
I mean  the  kind  of  things  we  can  produce  right  here  shouldn  t 
be  brought  in  from  outside. 

Bill: 

But  the  guy  on  the  radio  said  that  we  are  already  selling  a lot 
more  things  than  we  are  buying.  You  guys  aren  t talking  about 
the  real  problem.  If  we  stopped  giving  away  all  that  money  in 
foreign  aid,  we  wouldn't  be  on  the  short  end  year  after  year. 

Steve: 

1 still  agree  with  Ed,  but  what  you  say  seems  to  make  a lot  of 
sense,  too.  While  1 was  cutting  this  man's  hair  the  other  day, 
he  said  last  year  we  gave  away  almost  three  billion  dollars. 

Herb: 

According  to  some  figures  1 read,  that's  about  the  same  amount 
that  we  spend  on  military  aid,  too. 

Bill: 

Well  1 can  see  spending  money  on  defense  but  not  on  these  give 
away* schemes.  We  give  all  this  money  away  to  foreigners  and 
get  nothing  out  of  it— that* s what  1 object  to. 
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Herb: 

Ed: 

Herb: 

Steve: 

Herb: 

Ed: 

Herb: 

Steve: 

Bill: 

Steve: 


I even  question  some  of  the  money  we're  pouring  into  foreign 
armies.  Are  we  getting  our  money's  worth?  And  the  money  we're 
spending  on  our  own  soldiers'  wives  and  families  over  there— 
that's  another  big  chunk  of  money  pouring  out  of  the  U.S.A. 

You  didn't  complain  about  the  fancy  expense  account  your  company 
allowed  you  when  they  sent  you  to  Japan  last  year,  Herb.  How 
many  good  American  dollars  did  you  spend  over  there? 

That's  different.  I was  on  an  important  job  helping  my  company 
establish  a new  chemical  processing  plant. 

How  come  your  company  spent  all  that  money  in  Japan  instead  of 
setting  up  a new  plant  here?  We  ought  to  put  a stop  to  that 
sort  of  thing. 

By  putting  the  plant  in  Japan  we  were  able  to  cut  production 
costs.  I noticed  that  the  clothing  store  you  work  in,  Ed,  sells 
suits  made  with  our  fibers.  In  fact,  the  suit  you  have  on  looks 
like  it  was  made  with  them.  Did  you  complain  about  getting  a 
first-rate  suit  at  a bargain  price? 

Stop  changing  the  subject.  Sure,  I buy  the  best  suit  I can  get 
for  my  money,  but  before  you  fellows  started  setting  up  plants 
all  over  the  world  the  best  buy  was  a 100%  American  made  suit. 

What?  And  you're  the  guy  that's  always  saying  that  free  compe- 
tition is  what  has  made  America  great.  Are  you  afraid  of  some 
real  competition? 

Competition  between  American  companies  is  one  thing,  but  trying 
to  compete  with  countries  that  pay  lousy  wages  is  something  else. 

I heard  that  the  wages  in  Europe  and  Japan  aren't  so  bad  anymore. 
The  real  reason  they  can  undersell  us  is  that  we  built  all  those 
modern  factories  for  them  while  our  own  factories  are  still 
using  outdated  machinery. 

Turn  the  radio  on.  I want  to  hear  the  weather  report. 

The  conversation  turned  to  the  weather  and  the  balance  of  pay- 
ments problem  was  lost  in  speculation  about  the  influence  of 
atomic  testing  on  the  rainfall. 


Narrator: 
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Solving  the  Payments  Problem^ 

During  recent  years,  the  Federal  Government  took  a number  of  steps  designed 
to  bring  flows  of  dollars  into,  and  out  of,  the  United  States  in  closer 
balance.  The  payments  deficit,  however,  did  not  diminish  significantly. 

In  February,  1965?  President  Johnson  announced  a comprehensive  program, 
which  prescribed  corrective  measures  in  most  major  categories  of  our  inter- 
national receipts  and  payments.  The  President  concluded  that  the  complex 
causes  of  our  imbalance-ranging  from  world-wide  turmoil  to  Mrs.  Brown's 
desire  for  Lowestoft  china— called  for  diversified  action  on  many  fronts. 

More  exports? 

It  would  be  desirable  to  increase  American  exports  so  that  more  money  would 
flow  into  this  country  in  payment  for  our  goods.  Indeed,  the  government 
already  has  several  programs  designed  to  increase  U.S.  exports  by  providing 
more  information  and  services  to  U.S.  firms  wishing  to  sell  abroad.  In 
addition,  we  conduct  50  full-scale  trade  shows  to  exhibit  U.S.  goods  over- 
seas. More  special  financing  and  insurance  arrangements  are  also  in  the 
works. 

As  in  most  balance  of  payments  categories,  beneficial  actions  seem  to  have 
offsetting  reactions.  Foreign  trade  is  a reciprocal  thing;  if  we  convince 
foreigners  to  buy  more  here  they  also  will  want  to  sell  more  here.  And, 
of  course,  an  increase  in  our  sales  abroad  will  add  to  U.S.  prosperity  and 
income  flows,  which,  in  turn,  will  make  Americans  willing  and  able  to  buy 
more  imports. 

If  we  should  pass  a law  to  limit  imports,  foreign  countries  would  do  the 
same,  which  would  reduce  their  purchases  here  (our  exports).  Since  we 
export  more  than  we  import,  we  might  wind  up  worse  than  before. 

This  is  not  to  say  that  our  exports  cannot  be  increased,  relative  to  our 
imports  but  it  will  not  be  easy  to  achieve  large  increases  in  a short  time. 

Tourists 


Several  years  ago  the  government  cut  from  $500  to  $100  the  amount  of  duty- 
free foreign  goods  that  a tourist  may  bring  home  and  the  President  has  re- 
quested legislation  making  a further  cut  to  $50.  A See-Amer ica-Fi rst  drive 
is  getting  under  way  and  we  are  trying  to  persuade  more  foreign  tourists 
to  visit  the  United  States. 

Nevertheless,  the  fact  remains  that  foreign  countries  have  an  exotic  appeal 
to  millions  of  Americans,  more  and  more  of  whom  now  can  afford  the  trip. 
They  will  not  be  pleased  if  their  freedom  to  travel  is  impaired. 


^"The  Balance  of  Payments."  Federal  Reserve  Bank  of  Philadelphia, 
Series  for  Economic  Education. 


662 


Investors 


In  1964,  Congress  passed  a tax  which  reduces  the  yield  on  certain  foreign 
securities  sold  in  the  United  States  by  about  one  per  cent  a year.  A 
similar  tax  is  being  applied  to  long-term  loans  to  foreigners  made  by  U.S. 
banks.  The  idea  is  to  make  dollar  loans  abroad  more  expensive  to  foreign 
borrowers  and  less  rewarding  to  American  lenders. 

A special  program  of  voluntary  credit  restraint  was  begun  in  early  1965. 
President  Johnson  asked  American  banks,  and  other  lenders,  to  limit  their 
loans  to  foreigners,  and  he  urged  American  corporations  to  hold  down  their 
investments  abroad. 

There  are  several  possible  reactions  to  this  phase  of  the  Administration's 
program.  If  we  successfully  reduce  U.S.  loans  and  investments  abroad  we 
will  improve  our  balance  of  payments,  to  be  sure,  but  we  run  the  risk  of 
pinching  the  credit  available  to  our  friends  and  allies.  Insofar  as  our 
loans  to  foreigners  are  used  to  finance  purchases  of  American  goods,  a 
curtailment  might  reduce  our  exports,  and  worsen  our  imbalance  by  increasing 
the  margin  between  U.S.  receipts  and  payments. 

In  an  attempt  to  counter  such  reactions,  the  President's  program  gives 
special  consideration  to  export  financing  and  investments  in  underdeveloped 
nations. 

Mi  1 i tarv  spending 

The  Pentagon  spends  almost  $3  billion  a year  to  maintain  our  armed  forces 
overseas.  A great  many  problems  would  be  solved  if  all  the  nations  of  the 
world  could  Sive  in  harmony  and  we  could  el iminate  this  spending  entirely. 
Unfortunately  that  time  has  not  yet  come. 

Some  cutbacks  in  military  spending  abroad  have  been  made  and  the  President 
promises  an  "intensified  effort"  to  achieve  further  reductions.  But  with 
serious  difficulties  in  Southeastern  Asia  and  continuing  cold-war  pressure 
elsewhere,  one  wonders  how  much  overseas  military  spending  can  be  trimmed 
in  the  foreseeable  future. 

Nevertheless,  we  might  encourage  or  require  countries  in  which  we  maintain 
armed  forces  to  buy  more  American  goods  as  a balance-of-payments  offset. 
These  reciprocal  agreements  already  exist  and  their  number  and  scope  might 
be  expanded. 

Forei gn  aid 

In  1964,  the  United  States  gave  $4  billion  in  grants  and  aid  to  other 
countries.  The  basic  purposes  were  to  assist  free  nations  in  their  own 
defense  programs  and  to  help  under-developed  and  newly-emerged  nations  to 
raise  their  standards  of  living,  which  too  often  are  appallingly  low.  Sharp 
reductions  in  U.S.  aid,  therefore,  could  make  these  desirable  objectives 
more  difficult  to  achieve. 
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Actually,  the  aid  programs  contain  built-in  offsets  that  lessen  adverse 
effects  on  the  balance  of  payments.  About  85  per  cent  of  the  money  given 
overseas  is  used  to  buy  goods  in  this  country  thus  increasing  our  exports. 
Some  of  these  returning  funds  have  strings  tied  on  them  by  U.S.  government 
regulation  and  some  are  spent  here  because  we  offer  the  best  products  at 

the  most  reasonable  prices. 

In  foreign  aid,  too,  President  Johnson  has  promised  continuing  action  to 
improve  effects  on  the  balance  of  payments.  No  doubt  further  overall 
efficiencies  are  possible,  and  many  countries,  whjch  ^°S' 

pered,  should  require  less  aid,  or  none  at  all.  In  fact,  there  is 
reason  why  a number  of  now-affluent  nations,  many  of  whom  we  helped  back 
on  their  feet  in  the  early  postwar  period,  cannot  themselves  offer  more 
financial  aid  to  backward  countries. 

Certainly  our  foreign  aid  spending  can  be  cut,  but  because  of  our  political 
policies  and  those  of  other  industrialized  nations,  major  reductions 
probably  will  not  be  easy  or  quick. 

Imbalance,  yesterday 

Nations  have  been  having  problems  with  their  balance  of , jXr'^c^use 

dreds  maybe  thousands  of  years.  In  most  cases  trade  was  the  major  cause. 
One  nation  would  import  more  than  it  exported  and  its  total  payments  to  the 
rest  of  the  world  would  exceed  its  receipts.  Usually  that  nation's  economy 
had  "overheated"  and  inflation  and  inefficient  production  at  home  had  made 
domestic  goods  and  services  less  attractive  than  foreign  ones. 

The  time-honored  cure  for  such  a problem  was  to  reduce  the  emountofcir- 
cuiating  money  in  the  country  which  was  buying  more  abroad  than  t w s 
selling  (Under  the  gold  standard  of  years  gone  by,  gold  would  leave  the 
import-heavy  country  and  the  money  supply  there  would  shrink  automatically.) 

With  less  money  in  circulation  domestic  prices  would  tend  to  fall.  Th|s 
would  reduce  income  and  purchasing  power  and,  in  turn,  the  demandforim- 
Dorts  In  addition,  lower  prices  and  increasing  competition  among  p . 
ducers  would  make  domestic  goods  and  services  more  attractive  to  foreigners, 

thereby  increasing  exports. 

A smaller  money  supply  also  should  increase  interest  rates  which  would 
stimulate  the  inflow  of  investment  money  from  other  countries. 

In  these  ways  receipts  from  the  rest  of  the  world  would  increase,  payments 
would  decrease  and  the  imbalance  would  correct  itself. 

Imbalance,  today 

Many  people  believe  we  should  use  the  tight  money-high  interest  cure  here 
and  nL.  But  others  are  quick  to  point  out  that  our  payments  problem  does 
not  stem  from  the  traditional  causes— inf  1 at  ion,  efficient  production,  etc. 
Indeed,  our  wholesale  prices  have  been  quite  stable  for  the  better  part  of 
a decade  and  our  exports  are  running  at  a rate  more  than  $6  billion  above 
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our  imports.  Our  present  problem  is  a rather  unique  one,  caused  in  large 
measure  by  the  United  States'  position  of  political  and  economic  leadership 
in  the  struggle  against  Communism. 

Another  consideration  seems  to  make  sharp  tightening  of  money  undesirable 
at  this  time.  Such  a step,  with  its  accompanying  rise  in  U.S.  interest 
rates,  might  choke  off  the  prosperity  we  have  been  enjoying  for  so  many 
years  now.  This  would  have  most  serious  consequences,  not  only  here  at 
home  where  unemployment  remains  a problem,  but  all  over  the  free  world.  A 
major  business  setback  here  would  spread  quickly  to  other  nations. 

Conclusion 

After  more  than  a decade  of  deficits  and  dwindling  gold  reserves,  the  nation 
now  is  facing  its  balance  of  payments  problem  squarely.  We  appear  convinced 
that  the  imbalance  cannot  continue  indefinitely,  and  a number  of  specific 
steps  have  been  taken. 

The  present  programs  are  considered  by  many  to  be  well  suited  to  the  present 
problem.  They  are  aimed  at  trouble  spots  with  some  precision,  which  should 
minimize  offsetting  reactions. 

The  American  free  enterprise  system  of  production,  has  shown  itself  to 
great  advantage  in  world  competition.  Thus  a solution  to  the  payments  prob- 
lem should  be  as  compatible  as  possible  with  free  enterprise.  The  voluntary 
credit  restriction  program,  as  opposed  to  additional  tiers  of  government 
regulation,  meets  this  requirement. 

Yet  it  will  be  a miracle  if  the  payments  problem  is  solved  quickly,  or 
easily.  Many  of  the  proposed  solutions  should  help  and,  if  they  don't, 
others  will  be  tried.  But  it  is  well  to  remember  that  these  are  temporary 
programs.  Even  if  they  manage  to  bring  our  international  payments  in  bal- 
ance it  is  by  no  means  certain  they  can  keep  it  there  indefinitely. 

The  best  long-run  solution  is  to  maintain  a vigorous  and  growing  deomestic 
economy.  In  this  way  we  will  encourage  domestic  investment  and  attract 
swelling  inflows  of  foreign  funds.  Only  is  sound,  competitive  environment 
will  nourish  the  inventiveness  and  efficiency  to  make  American  goods  evar 
more  desirable  in  foreign  markets. 

In  the  final  analysis,  it  is  the  strength  of  the  American  economy,  the 
vitality  of  free  business  and  labor,  that  must  support  our  international 
political  policies  and  goals. 


665 


XII,  Third  Situation:  The  Importance  of  International  Trade 

Table  1:  Exports  and  Imports  In  Relation  to  GNP  for  Selected  Years 


*ln  billions  of  dollars 

Source:  U.  S,  Bureau  of  the  Census,  Statutist  leal.  Abstract.  Washington, 

0.  C.,  1964,  p.  323. 
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IMPORTS  USED  BY  AMERICAN  INDUSTRIES4 
AS  A PERCENTAGE  OF  TOTAL  USED  IN  THE  UNITED  STATES,  i960 


Non-Agri culture 


Tin 


N i eke  1 


.Bauxite 
and  Aluminum 


Newsprint 


Zinc 


Copper 


Nitrogenous 
Fertilizer  Materials 


Coffee 


Cocoa 


Raw  Wool 


Sugar 


, 1 1 ••••••*•••*•  • 


100% 


89% 


• • • • 
• • • 


84% 


i *IJ  ♦ 1 T"  * 1 


73% 


55% 


• * t • • 


34% 


j 


• • 

• • 


• • 

• • 


10% 


Agriculture 


100% 


7/ 


A 


100% 


21 


53% 


4 


50% 


"The 


^Taken  from  pamphlet  published  by  the  U.  S.  Department  of  Labor, 
American  Worker's  Stake  in  Foreign  Trade,"  1961,  p.  5. 
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DOMESTIC  EMPLOYMENT  ATTRIBUTABLE  TO  U,  S.  EXPORTS,  I960 
State  Distribution  (In  thousands)? 


State 

Total 

Export  employment  as  a per- 
cent of  State  employment 

Alabama 

9*4 

Arizona 

...  21.8 

7.1 

Arkansas 

14.0 

California.... 

...  213.8 

4.9 

I Colorado 

...  22.7 

4.8 

M.  m 

Connecticut 

6. 1 

Delaware 

...  7.b 

5.0 

Florida 

...  50.8 

4.3 

| Georgia... 

7.0 

Idaho 

11.2 

5.9 

1 Illinois 

6. 1 

Indiana 

5.7 

Iowa 

2»8.8 

5.7 

I Kansas 

6.6 

I Kentucky. 

52.8 

6.8 
A A 

I Louisiana 

70.2 

8.8 

I Maine 

3.4 

A 

I Maryland 

4.8 

1 A 

I Massachusetts 

71.7 

4.2 

I Michigan 

115.4 

5.2 

I Minnesota 

5.3 

I Mississippi 

13.6 

I Missouri 

66.5 

4.6 

I Montana 

7.2 

I Nebraska 

25.4 

5.5 

| Nevada 

3.2 

I New  Hampshire 

7.6 

4.0 

r*  1 

I New  Jersey 

5. 1 

s m 

I New  Mex i co 

6. 1 

| New  York 

241.5 

4.4 

I North  Carolina 

89.2 

6.2 

1 North  Dakota 

14.0 

7.6 

Ohio 

174.8 

5.9 

1 Oklahoma 

43.8 

7.1 

1 Oregon 

4.6 

I Pennsylvania 

190.8 

5.5 

I Rhode  Island 

4.5 

I South  Carol ina. . . . , 

48.8 

7.2 

1 South  Dakota 

11.0 

5-6 

I Tennessee 

70.4 

6.9 

1 Texas 

....  231.3 

9.1 

Utah 

11.2 

4.8 

I Vermont 

5.4 

Virginia 

6.2 

I Washington 

7*5 

I West  Virginia 

32.1 

6.9 

I Wisconsin 

65.6 

5.0 

I Wyoming. 

6.2 

6.4 

Total6 

3,081.7 

5.8 

3 Ibid. , p.  10. 

^Alaska,  District  of  Columbia,  and  Hawaii  are  not  shown  separately 
but  included  in  the  total. 
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MK  M 


OCEAN  TRANSPORT 
(30,000) 


(160,000) 


PROCESSING 

IMPORTED 

MATERIALS 

(680,000) 
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Unit  15:  Types  of  Economic  Systems 


In  Units  1 through  6 you  examined  in  datail  the  notion  of  scarcity  and  the 
basic  economic  decisions  which  the  existence  of  scarcity  makes  necessary. 
This  was  followed  by  an  exploration  of  the  notion  of  the  flc™  g°ods  and 
services  and  the  flow  of  money  in  Units  7 through  \b,  The  third  major  con* 
cern  of  an  economy,  namely,  how  the  basic  economic  decisions  and  the  flows 
are  coordinated,  is  the  main  stress  of  the  next  four  units.  Unit  15  pro- 
vides you  with  general  descriptions  of  three  types  of  economic  systems  so 
that  you  may  compare  and  contrast  the  ways  in  which  different  societies 
coordinate  their  economic  activities.  The  emphasis  in  this  unit  is  upon 
the  general  similarities  and  differences  between  economic  systems. 

I First  Situation:  A Traditional  Economy 


Saxon  Security 


In  the  glow  of  the  open  fire  Alaran's  father  held  up  the  two  gold  coins  for 
the  whole  family  to  see.  "Look,  everyone,"  he  said,  "This  is  what  our 
precious  Alaran  traded  for  the  linen  cloth  we  sent  him  to  trade  when  the 
Roman  garrison  took  up  its  positions  across  the  river.  He  gave  the  commander 
of  the  garrison  all  the  cloth  we  had  produced  from  the  new  crop  of  flax  and 
received  these,  these. . .ornaments  in  return."  He  threw  the  words  and  the 
coins  at  Alaran  and  turned  away  in  disgust.  Alaran  s grandfather,  his  ^der 
brothers  and  even  the  womenfolk  took  turns  at  criticizing  him  for  his  t - 
inn  venture.  "We  needed  Roman  swords  and  Roman  wine,  not  gold  disks  with 
Roman  chiefs  on  them,"  they  reminded  him.  Why  hadn't  he  followed  the  usual 
custom  of  trading  the  linen  for  useful  materials,  they  asked. 


As  he  walked  away  from  the  mud  hut  that  was  his  home,  Alaran  fought  back 
the  tears  of  shame  which  were  almost  on  his  cheeks  and  began  to  wonder  him- 
self why  indeed  he  had  not  traded  goods  for  goods  rather  than  for  what  the 
Romans  called  money.  When  he  went  into  the  garrison  he  knew  that  he  carried 
not  only  the  linen  he  had  helped  produce  but  the  linen  dozens  of  h.s  re  a- 
tives  had  helped  produce,  and  now  he  had  let  them  down  by  getting  for  all 
their  common  labor  a few  gold  coins.  He  should  have  realized  then  that  e 
coins  couldn't  possibly  be  shared  with  even  his  brothers  never  mind  his 
cousins.  That  Saxon  linen  could  have  easily  bought  wine  and  other  food- 
stuffs which  his  family  needed  or  swords  which  they. might  have  traded  to 
their  neighbors  in  return  for  meat  and  skins.  He  picked  up  some  small 
stones  and  threw  them  at  one  of  the  village  pigs  rooting  around  the  edge 
of  the  river.  He  began  to  realize  that  he  had  been  thinking  mainly  of  his 
own  convenience  in  accepting  the  gold-it  was  so  much  easier  to  carry  than 
swords  or  skins  of  wine.  The  thought  scared  him  because  he  had  always  been 
taught  to  think  of  the  family  and  community  welfare  rather  than  his  own.  . 
Almost  as  if  by  instinct  he  pulled  his  woolen  tunic  tighter  around  his. waist 
and  turned  his  direction  toward  the  Roman  encampment  just  across  the  river. 
He'd  do  something  to  repair  the  damage  done  to  his  family. and  his  own  pride. 
He'd  trade  the  gold  pieces  for  some  of  the  things  his  family  needed. 
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Picking  his  way  gingerly  across  the  slippery  rocks  and  among  the  driftwood 
he  eventually  clambered  up  on  the  other  bank  and  headed  for  the  Roman  gar- 
rison. It  was  just  about  daybreak  when  he  arrived,  and  he  had  to  wait  some 
time  before  the  people  known  as  merchants  began  to  display  their  goods  on 
wooden  stands  and  to  bargain  with  his  fellow  Saxons--trading  cattle,  wool, 
flax,  salt  and  linen  for  Roman  goods.  Eventually  he  made  his  way  back  to 
his  own  village  carrying  on  his  shoulders  a wicker  basket  containing  four 
swords,  two  skins  of  wine  and  some  loaves  of  Roman  bread.  The  reception  he 
received  this  time  was  in  strong  contrast  to  his  last  homecoming.  Remark- 
ing that  Alaran  might  turn  out  all  right  after  all,  his  grandfather  distrib- 
uted the  goods  to  those  he  felt  needed  them  most.  He  kept  two  swords  for 
himself  saying  that  he  planned  to  visit  a neighboring  village  and  wanted 
them  for  exchanging.  He  had  just  heard  that  swords  were  in  demand  there 
and  horses  were  rather  plentiful. 

That  night  as  Alaran  drew  his  skin  cloak  around  his  shoulders  and  bit  into 
a piece  of  roast  pig  he  felt  some  pride  in  having  maintained  the  family 
tradition. 

At  daybreak  next  day  Alaran  and  his  grandfather  set  out  for  the  village 
one  half  a day's  jorney  from  their  own  home.  With  them  they  carried  some 
of  the  Roman  bread,  two  swords  and  four  beaver  pelts.  Grandfather  Oric 
had  last  visited  this  particular  village  when  Alaran  was  only  a child,  and 
it  was  with  some  difficulty  that  they  decided  on  the  best  route  to  follow. 
Alaran  found  the  meadow  grass  a pleasant  relief  from  the  rocky  and  muddy 
land  surrounding  his  own  home.  During  the  journey  Alaran  asked  Oric  how 
many  people  he  knew  in  the  village  they  were  headed  for.  "I  don't  know 
anyone,"  Oric  replied.  "Furthermore,  I don't  want  to  know  anyone.  Remem- 
ber, my  boy,  beware  of  strangers." 

"Why  then  are  we  making  this  journey?"  asked  Alaran. 

"Well,"  chuckled  his  grandfather,  "partly  because  I wanted  to  get  away, 
from  those  womenfolk  for  a while.  I know  I'm  supposed  to  lead  the  family 
but  I hate  to  have  my  opinion  asked  on  every  decision.  Besides,  we  can 
use  an  extra  horse  to  help  with  wood  hauling  before  the  snow  comes." 

Arriving  at  the  village  which  was  situated  near  the  edge  of  dense  forest- 
land, Oric  sought  out  the  chief  of  the  community  and  asked  him  about  trad- 
ing a horse.  The  village  chief  refused  to  commit  himself  until  he  saw  the 
swords  and  beaver  pelts.  Even  then  he  was  undecided  and  called  in  some  of 
his  relatives  and  asked  them  if  they  wanted  to  dispose  of  one  of  their  extra 
horses  for  the  swords  and  pelts.  After  arguing  back  and  forth  they  decided 
not  to  trade  the  horse.  They  needed  it  worse  than  they  did  the  swords  and 
besides  they  could  eat  the  horse  if  the  approaching  winter  was  especially 
severe. 

The  single  contact  that  Alaran  had  had  with  another  Saxon  village  hadn't 
proved  too  fruitful  and  as  he  and  his  grandfather  walked  home,  he. wondered 
how  long  it  would  be  before  he  would  ever  see  another  village  again.  His 
thoughts  were  interrupted  by  Oric  mumbling  something  about  'V/e  don't  need 
them  and  they  don't  need  us.  That's  how  it's  meant  to  be." 
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XI,  Second  Situation:  The  Emergence  of  a Market  Economy 

The  Old  York  Fair  - 1465 

The  oxen  drawn  cart  lumbered  slowly  along  the  rut  strewn  roadway  as  Hugh 
of  Norton  urged  the  animals  onward  with  an  occasional  sharp  prod  from  a 
long  stick  and  with  guttural  sounds  which  vaguely  resembled  English.  His 
comments  to  the  animals  were  a source  of  some  amusement  to  his  niece  and 
nephew  who  sat  behind  him  on  the  assorted  bags  and  boxes  stacked  in  the 

cart. 

"What  language  is  that  you  use  in  speaking  to  the  oxen?"  asked  Walt  after 
his  uncle  had  given  the  oxen  some  new  instructions.  Hugh  laughed  and  re- 
sponded that  he  had  bought  the  oxen  at  the  last  fair. from  a Lincolnshire 
farmer  and  that  he  had  to  speak  to  them  in  their  native  tongue.  You  both 
know  how  difficult  it  is  for  a Li ncol nshi reman  to  understand  a Yorkshi reman, 
even  if  they  are  fellow  countrymen."  Just  then  they  were  overtaken  by  a 
man  on  horseback  who  wore  clothes  quite  unlike  the  rough  homespun  cloth  of 
Huqh  and  his  two  companions.  The  stranger  slowed  his  pace  to  the  speed  ot 
the  wagon  and  asked  Hugh  the  way  to  the  York  Fair.  Pointing  with  h.s  stick 
toward  the  hill  they  were  approaching,  Hugh  told  him  to  continue  over  the 
hill  until  he  came  to  a newly  constructed  bridge.  "After  crossing  the 
bridge  and  taking  the  road  to  the  left  you'll  soon  come  in  sight  of  the 
towers  of  York  Minster,"  he  added. 

After  the  horseman  had  gone  Hugh  commented  that 

strangers  in  all  his  life.  "That  fellow  seems  to  have  come  from  foreign 
parts.  With  those  fine  clothes  and  the  bulging  leather  bags  tied  to  his 
saddle  I'd  say  he  is  probably  going  to  the  fair  to  lend  his  money  to  the 
merchants.  He'll  make  a pretty  penny  too  in  spite  of  all  the  preaching  we 
hear  against  lending  money  for  interest.  It  seems  as  if  everyone  is  out 
to  make  as  much  for  himself  as  he  can." 

The  cart  lurched  and  swayed  as  the  oxen  strained  on  the  hill  and  Hugh,  Walt, 
and  his  sister  Meg  had  to  walk  until  they  reached  the  crest.  Below  them  in 
the  distance  they  could  see  a number  of  roads  converging  at  the  new  bridge 
and  four  or  five  carts  like  their  own  lined  up  to  pay  the  toll  established 
by  the  local  merchants.  As  Hugh  paid  the  bridgekeeper  the  amount  he  re- 
marked to  Walt  and  Meg:  "Two  years  ago  I ruined  most  of  my  supplies  when 
my  cart  overturned  in  this  river.  Paying  a toll  is  a better  bargain  than 
soggy  flour.  It's  easier  than  paying  with  a quarter  sack  of  wool  too. 

Once  across  the  bridge  they  fell  into  line  with  other  carts  and  horsemen 
heading  for  the  city  of  York  and  its  annual  fair  which  would  last  tor  the 
next  ten  or  twelve  days.'  Occasionally  they  could  hear  above  the  rumble  of 
wooden  wheels  and  the  slow  shuffle  of  the  oxen  the  songs  and  voices  of 
foreign  lands  unknown  to  them.  Walt  tried  to  explain  to  Meg  the  little  he 
knew  of  geography  and  where  these  foreigners  might  possible  be  from.  The 
whole  world  seemed  to  be  converging  on  York  and  as  they  passed  some  of  the 
wagons  which  had  drawn  off  the  main  road  Walt  and  Meg  tried  to  guess  what 
goods  they  carried  and  the  lands  they  had  traveled  from.  The  English  carts 
were  easily  recognized;  most  of  them  held  sacks  of  wool  and  barrels  of 
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salted  meat.  Foreign  carts  were  easily  distinguished  by  the  strange  lan- 
guages their  drivers  used  and  by  the  large  boxes  of. brightly  colored  cloth 
with  which  the  carts  were  laden.  Some  carts  were  filled  with  smal ler.hi gh- 
ly  decorated  boxes  and  Hugh  explained  that  some  of  the  merchants  carried 
with  them  supplies  purchased  in  the  lands  which  lay  many  months  of  travel 
to  the  east.  "Some  rich  folk  like  to  fancy  up  their  meals  with  these  spices 
and  sugar,"  he  said.  "And  the  ladies  are  always  looking  for  sweet  smelling 
oils  and  perfumes.  Speaking  of.  smel  1 s — remi nd  me  to  pick  up  some  salt 
herring  at  the  fair.  There  was  a Dutch  trader  there  last  year  who  had  the 
best  we've  ever  bought.  What  would  we  do  without  the  fair?" 

Once  at  the  fair  Walt  and  Meg  wandered  freely  among  the  various  stalls  of 
merchandise  while  their  uncle  attempted  to  sell  the  wool  he  had  brought  to 
the  fair.  At  one  stall  an  argument  was  in  progress  over  a charge  of  cheat- 
ing. The  seller  complained  that  he  had  not  received  a fair  price  for  the 
flour  he  had  just  sold  and  called  in  one  of  the  fair  officers  to  decide  the 
case.  The  buyer  protested  that  he  measured  the. flour  with  the  newly  recog- 
nized weights  and  had  given  the  producer  the  price  per  pound  recommended 
by  the  governors  of  the  fair.  "What  more  can  he  ask  for?"  cried. the  buyer. 
Walt  and  Meg  moved  on  as  the  officer  attempted  to  convince  the  miller  that 
he  wasn't  being  cheated. 

Still  another  complaint  was  heard  about  the  low  price  being  offered  for 
salted  beef.  One  producer  was  telling  his  companions  that  he  didn't  see 
why  the  money  he  got  should  be  decreased  simply  because  there  was  more  meat 
available.  "Doesn't  seem  fair,"  he  groaned.  "I  put. as  much  work  into  this 
year's  beef  as  I did  last  year  and  I'm  getting  less  in  return. 

In  another  stall  they  overheard  an  English  gentleman  pleading  with  an. 

Italian  money  lender  for  a loan  so  that  he  could  purchase  some  more  silk 
for  his  daughter's  marriage  and  spices  for  his  kitchen.  The  Italian  was 
willing  to  lend  the  Englishman  the  money  but  now  the  two  could  not  agree 
on  the  interest  to  be  charged. 

Meanwhile  Hugh  had  succeeded  in  selling  his  wool  and  the  few  boxes  of  lead 
ore  he  had  collected.  In  their  place  he  now  had  a leather  bag  of  gold  and 
silver  coins,  some  of  which  he  used  to  purchase  the  sale  herring,  flour  and 
other  commodities  needed  on  their  isolated  sheep  farm. 

The  three  travelers  met  by  arrangement  at  the  baker's  stall  and  after  pur- 
chasing meat  pies  and  ale  they  set  off  on  their  return  journey  to  Norton. 

The  long  period  of  English  twilight  saw  them  almost  home.  Along  the  way 
were  the  fires  of  numerous  camps  of  unknown  foreign  and  local  merchants,. a 
persistent  reminder  of  the  increasing  contacts  the  English  were  having  with 
their  own  countrymen  and  those  from  across  the  sea. 

III.  Third  Situation:  The  Planned  Economy 

A Bonus  for  the  Foreman 

Anatole  Sergeyev  made  his  way  through  the  crowd  of  workers  streaming  out  of 
the  Moskovitch  automobile  plant  at  Shadrinsk  in  the  U.S.S.R.  He  was  grateful 
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that  today  was  Saturday  and  that  tomorrow  he  would  have  a day  off  from  his 
work  as  an  assembly  line  foreman.  He  was  anxious  to  get  home  too  because 
he  had  just  received  notice  that  the  assembely  line  section  which  he  super- 
vised had  exceeded  its  quota  of  finished  automobiles  in  the  last  month. 

This  meant  that  he  would  have  a bonus  coming  to  him  and  he  was  eager  to 
share  the  news  of  his  good  fortune  with  his  wife  Nina.  As  he  walked  quick- 
ly home  he  began  to  daydream  about  what  he'd  do  with  the  extra  money.  Not 
that  he  hadn't  thought  about  this  before--ever  since  the  quota  for  last 
month  had  been  set  and  approved  by  the  regional  planning  board  in  consulta- 
tion with  the  chief  administrator  in  Moscow,  a bonus  had  been  one  of  his 
main  aims.  Now  that  he  had  it,  thoughts  of  some  new  clothes  for  himself 
and  Nina  or  even  a new  Avangard  television  set  ran  through  his  head. 

Nina  was  busy  in  the  kitchen  when  she  heard  Anatole  whistling  as  he  entered 
their  small  two  room  apartment.  "Well,  what  makes  you  so  happy,  Anatole 
Sergeyev,"  she  asked.  "Have  you  lost  your  job?" 

"Oh,  you  know  full  well  that  I won't  leave  old  Moskovitch  until  I have  a 
better  job.  No,  no--l  haven't  lost  anything.  I've  just  earned  my  first 
bonus  and  what  a bonus  it  is.  Almost  1000  rubles*  because  we  exceeded  our 
quota  of  finished  cars.  Imagine  a one-third  increase  in  my  pay  next  month. 

"Are  you  quite  sure  you'll  get  that  much?"  she  asked  him  with  a hint  of 
skepticism  in  her  voice.  "You've  had  bonus  promises  before  that  never  did 
come  to  anything." 

"Of  course  I'm  sure.  Comrade  Karmov,  our  plant  union  leader,  announced  it 
at  our  weekly  meeting.  He  congratulated  us  all  on  doing  so  well,  contrib- 
uting to  the  growth  of  Mother  Russia  and  all  that  stuff  and  then  he  an- 
nounced that  everyone  in  our  section  would  receive  a bonus.  Afterwards  he 
showed  me  the  bonus  schedule  and  I can  tell  you,  it  pays  to  be  a foreman." 

He  grabbed  Nina  by  the  arms  and  tried  to  dance  with  her. 

"Stop  it — can't  you  see  I'm  trying  to  fix  a meal,"  she  laughed  as  he  swept 
her  around  the  kitchen.  "In  this  mood  you'll  have  that  bonus  spent  before 
we  get  it." 

"We'll  eat  out,"  he  cried.  "We'll  buy  some  new  clothes,  a television,  a 
new  samovar,  a .... " 

His  wife  interrupted  him.  "We  could  save  it,"  she  suggested. 

Reluctantly  Anatole  agreed  that  that  was  a possibility. 

Later  on  as  they  ate  their  evening  meal  they  talked  more  about  their  wind- 
fall and  both  agreed  that  winter  clothing  was  probably  the  best  use  to 
which  they  could  put  the  money,  so  before  the  state  clothing  store  closed 
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for  the  weekend  they  paid  it  a visit  and  looked  over  the  selection  of  coats 
and  hats  and  fur  lined  boots. 

The  saleswoman  asked  what  they  would  like  to  buy.  Anatole  with  some  pride 
said  he  was  interested  in  buying  a winter  coat  and  his  wife  needed  some 
boots.  "That's  our  reward  for  exceeding  our  production  quota  at  the  plant," 
he  said,  adding  that  they  just  wanted  to  look  around  and  would  buy  next 
week. 

When  Anatole  told  the  saleswoman  their  sizes  she  shook  her  head  and  said, 
"I'm  sorry,  but  we  do  not  have  those  sizes.  We  received  our  quota  of  this 
year's  coats  and  boots  just  yesterday  and  the  few  in  the  sizes  you  want 
were  sold  this  morning.  We  didn't  get  the  quota  we  expected.  Apparently 
the  coat  and  boot  makers  are  not  even  meeting  the  quota  set  for  them.  May- 
be you  should  go  into  the  clothing  plants  Comrade  Sergeyev,  they  need  to 
exceed  their  quotas  there." 

Nina  added  with  a sigh,  "If  the  officials  on  the  planning  boards  only  knew 
exactly  how  many  would  be  needed. .. but , I suppose  they  do  the  best  they 
can. " 

As  they  left  the  store  Anatole  remarked  that  first  things  must  come  first. 
"The  army  must  use  up  much  of  the  coat  production  and  who  can  begrudge  a 
soldier  a warm  coat,"  he  said  as  he  looked  wistfully  at  the  rack  of  coats 
which  were  all  too  small  for  him. 

Passing  the  state-operated  radio  and  television  store  they  stopped  to  admire 
the  latest  Rubin  model  which  sold  for  2600  rubles.  This  model  cost  800 
rubles  more  than  the  least  expensive  model  but  with  the  money  they  had  al- 
ready saved  and  the  bonus  money,  they  felt  that  they  could  afford  the  better 
set.  They  inquired  of  the  manager  about  the  possibilities  of  their  buying 
a Rubi n and  were  told  that  he  had  received  his  quota  for  the  year  but  that 
he  still  had  two  which  had  not  been  sold.  "If  you  want  one,  though,  you'll 
have  to  act  fast,"  he  added. 

As  they  walked  home  Anatole  and  Nina  stopped  by  the  "free  market"  where 
they  bargained  with  an  old  woman  for  a sack  of  apples  and  a string  of  mush- 
rooms . 

"Apparently  there  are  no  quotas  on  apples  and  mushrooms,"  Anatole  commented 
as  he  bit  into  an  apple.  "It's  strange  that  the  peasants  are  able  to  guess 
how  many  apples  will  be  called  for  better  than  the  .central  planning  board 
can  figure  how  many  television  sets  will  be  called  for." 

"Now,  Anatole  Sergeyev,"  countered  Nina,  "Don't  you  be  getting  so  critical. 
After  all  the  planning  boards  are  only  human  and  what  they  do  is  for  the 
benefit  of  our  whole  nation.  Besides,  producing  apples  and  mushrooms  isn't 
quite  like  making  television  sets  or  coats  and  boots." 

They  continued  talking  about  what  they  might  do  with  the  bonus  money,  with 
Anatole  complaining  now  and  again  that  it  didn't  seem  fair  for  the  govern- 
ment to  give  him  a bonus  and  then  fail  to  provide  enough  goods  for  him  to 
spend  it  on. 
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Hearing  their  apartment,  Nina  said  they  could  possibly  save  it  and  event 
ual 1 y buy  a car. 


Anatole  looked  at 
disgusted  "Huh! 
press  him  in  the 


her  quizzically,  opened  the  door  for  her  and  muttered  a 
I'd  be  gray  by  then."  Her  suggestion  didn  t seem  to  im- 

least . 


Unit  16:  Basic  Economic  Decisions  in  Market  and  Planned  Economies 


In  Unit  15  we  defined  and  discussed  the  general  similarities  and  dif- 
ferences in  economic  systems,  that  is,  in  the  way  economic  activity  is 
coordinated.  Now,  in  this  unit,  we  will  be  more  s pec i f i c . The  focus 
will  be  placed  upon  the  way  the  decisions  are  made  in  a market  economy 
as  contrasted  with  the  way  these  decisions  are  generally  made  in  a 
planned  economy.  Since,  in  a planned  economy  planning  is  a major 
responsibility  of  government,  it  will  be  considered  in  more  detail 
in  Unit  17,  the  Economic  Role  of  Government.  We  have  already  dealt 
indirectly  with  coordination  when  we  discussed  each  of  the  decisions. 
Now  we  may  treat  the  relation  of  decisions  and  coordination  with  more 
precision  and  detail. 

I.  First  Situation:  The  Variety  of  Market  Supply  Situations 

This  situation  will  be  covered  entirely  by  classroom  discussion. 
II.  Second  Situation:  Market  Variety 


A.  the  following  chart  is  an  attempt  to  categorize  four  main 

degrees  of  competition  and  to  indicate  the  varying  consequences 
and  resulting  policies: 


Type  of 
Market 

1 

No.  of 
Firms 

2 

Deqree  of 
Compet i t ion 

3 

Conditions 
of  Entrv 

4 

Type  of 
Product 

Examples 

Pure  and 
perfect 
compet i - 
t i on 

Very 

many 

Very  large 
number  of 
compet i tors 

Very 

easy 

All  the 
same 

Monopo- 
1 istic 
and  im- 
perfect 
compet i - 
t ion 

Many 

Consider- 
able number 
of  compe- 
t i tors 

Easy 

Different 

varieties 

0 1 i gopo 1 v 

Few 

Few 

compet i tors 

Difficult 

Some  the 

same--some 

varied 

Monopoly 

One 

No 

competitors 

Uni i kely 

Un i que 

B.  Reading  across  the  chart  you  can  get  an  approximate  definition 
of  each  of  the  market  types. 


677 


678 


The  following  questions  may  assist  you  in  filling  in  the  example 
section  of  the  above  chart: 

Where  and  why,  for  example,  would  you  place  the  suppliers  of: 

1.  your  breakfast--eggs , cereal,  milk? 

2.  the  telephone  service  and  electric  light? 

3.  shoes  and  clothing? 

4.  automobiles? 

5.  home  appliances? 

6.  banking  services? 

7.  gasol i ne? 


III.  Third  Situation:  Comparing  Decisions  in  Two  Economic  Systems 

The  sentences  on  the  following  page  are  descriptive  of  the  role  of 
markets  in  either  a market  or  a planned  economy.  Sort  them  according 

to: 

A.  those  that  describe  the  decisions  in  a market  oriented  economy 

B.  those  that  describe  decisions  in  a plan  oriented  economy 
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(1) 


Goods  and  services  are  distributed 
primarily  according  to  the  ability 
and  willingness  of  the  buyers  to 
pay. 


(7) 


The  sources  of  funds  for  investment 
(capital)  come  mainly  from  taxes. 


I 


(2) 


Resources  are  distributed  primarily 
by  competitive  bidding  among 
producers. 


(8) 


Competition  among  producers,  stimu- 
lated by  the  desire  for  profit, 
motivates  producers  to  keep  their 
costs  as  low  as  possible  in  order 
to  appeal  to  consumers. 


(3) 


The  use  to  which  resources  are  put 
is  determined  by  the  goals  set  for 
society. 


(9) 

The  source  of  funds  for  investment 
(capital)  is  mainly  private 
savings . 


(4) 


Signals  are  sent  through  chains  of 
markets  indicating  the  pattern  of 
consumer  choices. 


(10) 

The  motivation  for  increased  pro- 
ductivity is  the  desire  to  reach 
output  goals  rather  than  making 
the  largest  possible  profit. 


(5) 


A significant  amount  of  goods  and 
services  are  distributed  on  the 
basis  of  sharing. 


(11) 

The  use  to  which  resources  are  put 
is  determined  by  the  desire  for 
prof i t . 


(6) 


The  use  of  resources  is  determined 
by  means  other  than  bidding  among 
producers . 


I 02) 

I 

I Consumers  have  choices  in  the  mar- 
I ket,  but  their  choices  do  not  act 
I as  signals  in  determining  what  will 
I be  produced. 

I 

I 
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The  above  sorting  should  give  you  one  means  of  comparing  the 
two  systems.  A more  precise  comparison  may  now  be  made  by 
relating  those  sentences  in  the  market  category  to  the 
appropriate  economic  decision.  The  same  should  now  be  done 
for  those  sentences  in  the  planned  category. 

As  an  aid  in  categorizing  the  sentences  according  to  economic 
decision,  ask  yourself:  Which  sentences,  descriptive  of  the 

market  and  planned  economies,  are  related  to  the  economic 
decision  "What  to  Produce?"  and  so  on  through  the  four  basic 
dec i s i ons . 

Below  is  one  way  in  which  you  may  organize  your  sentences. 
Make  sure  you  know  why  you  placed  each  sentence  where  you 
did. 


Economic 

Economic'  '-^^System 
Decision  ■" — ^ 

Market 

PI anned 

What  to  Produce 

A1 locat i ng 
Resources 

St imulat i ng 
Eff i c i ency 

Distribution  of 
Goods  and  Services 

SCARCITY  (Units  1-6)  UNFOLDING  THE  CONCEPT  OF  COORDINATION 
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Unit  17:  Economy  and  Government 


In  Unit  16  we  focused  our  attention  upon  the  way  decisions  are  made  in  a 
market  economy  as  contrasted  with  the  way  these  are  generally  made  in  a 
planned  economy.  This  unit  will  attempt  to  investigate  the  role  of  govern- 
ment as  a coordinator  of  economic  activities  in  both  market  and  planned 
economies . 

I.  First  Situation:  The  Role  of  Government  in  a Market  Economy 

After  examining  the  following  list,  how  would  you  answer  the  question: 
What  role  does  government  play  in  the  operations  of  a market  economy? 

1.  Interstate  Commerce  Commission 

2.  Federal  Trade  Commission 

3.  Pure  Food  and  Drug  Act 

k,  Securities  and  Exchange  Commission 

5.  Federal  Reserve  Act 

6.  Federal  Deposit  Insurance  Corporation 

7.  Economic  Opportunity  Act 

8.  Labor  Management  Relations  Act 

9.  Fair  Labor  Standards  Act 

10.  Social  Insurance  Acts 

II.  Second  Situation:  The  Role  of  Government  in  a Planned  Economy 

A Meeting  in  the  Cafeteria  in 
the  Tower  of  Babel 

Once  upon  a t ime— we  must  begin  this  way,  for  it  is  not  likely  that  an 
American  student  and  a Russian  student  could  meet  each  other,  overcome 
the  language  barrier,  and  speak  as  easily  and  as  freely  as  we  overheard 
them  talk.  But  if  they  could  meet  and  discuss  the  economic  roles  of  their 
governments,  this  is  what  they  would  probably  say.  So  let's  pretend  it 
happened'.  By  the  way,  they've  been  talking  about  other  things,  but  as  we 
moved  our  chairs  nearer,  we  heard  our  American  student  say— 

John:  I know  you  have  a choice  when  you  go  to  your  stores  to  buy,  but 

somebody  else  told  the  stores  what  they  would  have  to  sell. 

Ivan:  Of  course,  what's  so  strange  about  that? 
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John:  What's  so  strange?  In  my  country,  stores  listen  to  their  customers 

and  the  customers  tell  them  what  they  should  have  on  their  shelves. 

Ivan:  Well,  I think  our  way  makes  more  sense.  The  Party  knows  what  is 
best  for  us  and  they  work  up  a plan  which  tells  us  what  we  should 
produce  and  sell. 

John:  They  work  up  a plan — what  do  you  mean  by  that? 

Ivan:  It's  really  very  simple.  The  Party  knows  better  than  the  people 

how  our  scarce  resources  should  be  used.  They  have  some  people 
whose  job  it  is  to  plan,  called  the  Gosplan.  Of  course,  the 
Party  gives  them  the  figures  they  should  use,  e.g.  how  much 
should  go  for  consumers  and  how  much  for  factories  and  that  kind 
of  thing. 

John:  So  you  believe  the  Party  knows  best  and  just  tells  you  what  to  do. 

Ivan:  No,  the  Party  is  wise  enough  to  send  the  Plan  to  the  people  who 

are  going  to  make  the  goods  and  ask  them  to  review  and  criticize  it. 

John:  Yes,  but  those  who  do  review  it  are  probably  members  of  the  Party 

and  only  4%  belong  to  the  Party.  And  what  about  the  consumers — 

do  they  get  a chance  to  review  the  Plan? 

Ivan:  Well,  just  as  in  your  country,  they  don't  have  to  buy  the  consumer 

goods  if  they  don't  like  them. 

John:  That's  really  not  the  point.  The  question  is,  "Do  the  consumers 

have  any  real  say?" 

Ivan:  I think  they  do  because  the  Party  has  ways  of  knowing  what  consumers 

think  and  need. 

John:  But  once  the  Plan  is  reviewed,  whatever  that  means,  the  Party  still 

administers  the  Plan. 

Ivan:  Of  course,  who  else  would  you  expect  to  run  the  country?  The 

government  has  ministers  that  run  various  branches  of  industry, 
trade,  and  agriculture.  You  have  a postmaster  general  who  runs 
your  post  offices. 

John:  But  that  is  only  one  service.  In  my  country,  the  government 

doesn't  run  everything. 

Ivan:  They  don't  in  Russia  either.  The  people  on  the  collective  farms 

can  sell  some  of  their  products  in  a market. 

I know,  but  selling  freely  in  the  market  place  is  not  typical  in 
your  country,  and  only  a small  part  goes  on  that  way. 
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Ivan:  That's  right,  but  we  are  allowing  more  choices  in  buying  and  sell- 

ing. We  believe  in  planning  and  that  letting  producers  make  some 
choices  is  only  a way  to  make  planning  work  better. 

John:  Then  you  don't  really  plan  and  control  everything  you  do.  I know 

you  are  always  revising  your  plans. 

Ivan:  Of  course,  the  Party  often  has  to  change  its  plans,  depending  on 

conditions.  Sometimes  we  decide  to  administer  the  plans  through 
regional  councils,  but  recently  the  Party  decided  that  more  central 

control  was  needed. 

John:  Do  you  realize  how  many  times  you  say  "the  Party"?  I wonder  if 

you  realize  how  different  your  way  of  thinking  is  than  ours.  We 
see  the  producers  and  consumers  deciding  what  shall  be  made  and 
sold.  The  government  steps  in  only  when  necessary.  But  in  your 
country,  the  Party  really  runs  the  economy  and  makes  all  of  the 
basic  decisions. 

Ivan:  And  you  think  that's  wrong.  What's  wrong  about  it?  After  all, 

the  Party.  . . . 

The  great  differences  between  John’s  way  of  thinking  and  Ivan's  broke  the 

spell  of  their  conversation. 

III.  Third  Situation:  Social  Expenditures 

The  following  table  is  reproduced  as  an  aid  in  making  comparisons 
between  social  expenditures  in  the  U.  S.  and  eight  selected  European 
nat ions: 


O 
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Social  Security  Expenditures  of  Common  Market  Countries,  Sweden,  the 
United  Kingdom,  and  the  United  States,  as  Percent  of  National  Income,  by 
Major  Types  of  Coverage,  1962 


Country 

Total 

]0ASDI 

Sickness 

and 

matern  i ty 
insurance 

Unem- 

ployment 

insurance 

Work 
acc  ident 
insurance 

Fami 1 y 
al low- 
arices 

Belgium 

13.-4 

4.7 

3.6 

1.1 

1 .0 

3.0 

France 

13.4 

3.9 

4.1 

0 

1.1 

4.3 

Germany  (Federal 
Republ  ic) 

14.4 

8.1 

4.5 

.4 

.8 

.6 

Italy 

12.0 

4.7 

2.9 

. 6 

.6 

2.9 

Luxembourg 

13.7 

6.3 

3.1 

0 

1 .8 

2.5 

Netherl ands 

12.0 

5.7 

3.6 

.6 

.4 

1.7 

Sweden 

9.2 

5.1 

2.2 

.2 

.2 

1.6 

United  Kingdom 

10.6 

4.2 

5.1 

.3 

.3 

. 6 

United  States 

4.8 

3,6 

.1 

.7 

.3 

Source:  Paper  No.  7,  European  Social  Security  Systems  (Washington,  D.  C.: 

U.  S.  Government  Printing  Office,  1965),  p.ll. 
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Old-age, 


Survivors,  and  Disability 


Insurance 


Unit  18:  Economic  Problems  and  Policies 


In  the  preceding  seventeen  units  you  have  been  concerned  with  economic 
analysis.  In  this  concluding  unit  you  will  be  introduced. to  some  of  the 
ways  in  which  this  analysis  may  be  applied  to  the  resolution  of  economic 
"problems"  created  by  a breakdown  in  economic  coordination.  The  three 
"problems"  are  those  related  to  agriculture,  monopoly  and  poverty.  In 
each  instance  your  task  is  to  use  economic  analysis  to  define  the  problems 
and  to  suggest  alternative  choices  of  policies  which  may  be  used  to  resolve 

them. 

I.  First  Situation:  Agriculture— "Problems"  and  Policies 

The  following  account  will  serve  as  a basis  for  analyzing  a present- 
day  problem  with  the  tools  of  economic  analysis  provided  in  the 
previous  units. 

Agricultural  Abundance 

There  is  a lovely  song  to  America  that  refers  to  our  "amber  waves  of  grain," 
and  our  "fruited  plain".  We  respond  to  it  with  nostalgic  pride.  Indeed, 
most  of  us  have  seen  in  the  countryside  field  after  field  of  hearty  crops 
and  livestock,  dotted  with  occasional  barns  and  small  round  storage  bins 
which  upon  closer  inspection  are  securely  locked. 

Let  us  now  unlatch  the  gate  to  some  imaginary  farm  that  might  exist  near 
your  city  or  your  school  so  that  we  might  look  more  closely  at  the  econom- 
ic enterprise  of  farming,  and  evaluate  the  condition  of  American  agricul- 
ture. 

A white  picket  fence  surrounds  the  farm  house,  and  as  we  swing  open  its 
gate,  we  remember  that  our  purpose  is  to  see  the  farm  in  terms  of  its  eco- 
nomic role.  To  do  this  we  need  to  have  some  facts.  About  6%  of  the  em- 
ployed work  on  farms  and  about  3%  of  the  Gross  National  Product  is  spent 
for  the  goods  that  farmers  supply — food  and  the  fibers  for  clothing. 

Looking  beyond  the  farm  house  that  we  are  visiting,  there  are  tractors  and 
equipment  that  have  made  farming  more  efficient.  The  fields  of  wheat  and 
corn  reflect  the  hearty  hybrid  that  research  has  made  possible.  Crops  are 
taller  and  yields  are  greater  than  ever  before.  This  brings  to  mind  the 
fact  that,  on  the  average,  one  farmer  can  provide  enough  food  to  supply  2b 
people!  How  efficient!  What  could  be  more  appropriate  in  our  land  of  in- 
creasing-production and  growth!  This  is  fine  rf  the  demand  by  consumers 
for  food  is  growing  in  proportion  to  the  supply  produced  by  the  farmer. 

But  it  isn't.  We  don't  need  to  buy  that  much  more  food.  We  are  a well-fed 
nation,  and  as  incomes  increase,  a smaller  percentage  of  it  goes  for  food. 

Meanwhile,  the  farmer  has  his  fixed  costs  for  tractors,  barns,  seed,  home, 
and  other  needs.  Whether  his  crop  is  helped  by  fair  weather,  or  destroyed 
by  locusts,  his  costs  of  production  are  relatively  fixed.  His  machines  make 
production  more  efficient  in  the  long  run,  so  the  food  supply  increases.. 
However,  consumer  demand  for  food  remains  about  the  same.  What  would  this 
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situation  do  to  the  price  of  farm  commodities?  How  would  this  condition 
then  affect  the  allocation  of  resources  that  are  used  to  produce  food  and 
fiber  in  the  agricultural  sector  of  our  economy? 

Now,  if  you  had  used  your  tools  of  economic  analysis,  you  may  conclude. that 
an  excessive  amount  of  the  factors  of  production  have  been  used  in  agricul- 
ture, and  would  thus  be  reallocated  to  industry. 

But  look  at  the  facts:  1.  What  percentage  of  our  labor  force  is  engaged 

in  farming?  2.  What  percentage  of  our  Gross  National  Product  goes  for 
food  and  clothing?  3.  How  many  people  can  be  supplied  by  each  farmer? 

Now  ask  yourself:  1.  Is  there  an  economic  problem?  2.  Has  the  market 

place  adjusted  the  resources  used  for  agriculture  by  price  signals?  3. 

If  adjustment  through  the  market  mechanism  had  taken  place,  about  what 
percentage  of  the  labor  force  would  be  engaged  in  farming? 

Coming  back  to  our  farm  visit,  let's  try  to  see  the  economic  consequences 
of  being  a modern  machine-oriented  efficient  farmer. 

For  example:  1,000  bushels  of  wheat  are  harvested.  The  farmer  wants. to 

see  his  wheat  at  a price  that  will  cover  his  fixed  costs  and  provide  in- 
come to  maintain  his  standard  of  living.  But  when  he  takes  his  bushels  of 
wheat  to  market,  he  finds  other  farmers,  equally  efficient.  How  can  he 
compete  with  them?  Is  his  product  better  than  theirs?  No,  the  product  is 
almost  identical,  so  his  crops  must  be  a part  of  the  total  supply.  The 
abundance  of  supply  drives  the  price  of  wheat  down.  Thus,  without  price 
supports,  the  "poor"  farmer  would  be  rea 1 1 y poor!  That  is,  his  income  could 
be  appallingly  low.  It  would  be  a crisis.'  He  could  leave  this  industry, 
and  move  to  the  city  where  his  work  may  provide  a better  income.  But  he 
doesn't.1  You  see,  he  loves  the  wholesomeness  of  rural  living  and  the  satis- 
faction of  working  the  land.  He  does  not  have  or  want  other  skills.  He 
probably  will  stay,  as  many  farmers  have  stayed. 

What  do  you  think  economic  policy  in  agriculture  should  be?  Use  your  eco- 
nomic reasoning  and  the  facts  you  have  gathered  from  this  account  and  other 
materials.  Then  compare  your  solution  with  policies  that  the  government 
has  tried. 

References  for  further  reading: 

Hathaway,  Dale  E.  Problems  of  Progress  in  the  Agricultural  Economy. 
Chicago,  Illinois:  Scott,  Foresman  & Co. , 1964. 

McConnell,  Campbell  R.  Economics:  Principles,  Problems  and Policies. 

2nd  ed.  New  York:  McGraw-Hill  Book  Co.,  Inc.,  1963,  pp.  606- 

626. 

II.,  Second  Situation:  Monopoly 

A.  The  following  account  will  serve  as  a basis  for  analyzing  the  monop- 
oly problem  with  the  tools  of  analysis  provided  in  the  previous 
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units.  The  story  of  the  growth  of  monopoly,  already  familiar  to 
you  in  your  history  courses,  will  enable  you  to  take  another  look 
at  monopoly  and  with  deeper  insights  contemplate  the  choices  of 
policies  with  regard  to  the  present-day  monopoly  problem. 

So  Big 

Have  you  ever  stopped  to  compare  the  amount  of  goods  and  services  available 
to  you  today  with  the  amount  that  would  have  been  available  a hundred  years 
ago?  There  is  an  enormous  difference,  and  it  all  really  got  started  in  the 
United  States  about  a hundred  years  ago. 

Before  and  after  the  Civil  War,  the  Industrial  Revolution  in  the  United 
States  increased  its  pace.  New  machines  and  tools  led  to  faster  and  more 
mechanized  production.  Local  markets  were  too  limited  for  the  machine. 
Improved  transportation  provided  new  opportunities  for  business.  A firm  in 
the  Midwest  could  sell  its  products  in  San  Francisco  or  New  York.  The  small 
home  workshop  which  relied  upon  careful,  slow  hand  labor  gave  way  to  the 
factory  and  mass  production  methods. 

You  know  about  the  inventions  of  Eli  Whitney,  Alexander  Graham  Bell,  Thomas 
Edison,  but  there  were  a host  of  others.  There  were  also  those  who  were 
on  the  frontiers  of  business  expansion  because  of  their  industrial  leader- 
ship (e.g.  Henry  Ford)  and  financial  leadership  (e.g.  J.  P.  Morgan  and  John 
D.  Rockefeller).  Advances  in  technology  and  abundance  of  resources  and  drive 
brought  new  dimension  to  American  life.  But  not  without  its  problems! 

"Bigness11,  as  we  know  it  today,  provides  us^with  the  highest  "standard  of 

living"  in  the  world.  But  let  us  think  about  it.  How  are  bigness  and 
standard  of  living  related?  What  factors  caused  our  economy  to  grow?  What 

economic  tools  do  we  need  to  analyze  and  measure  our  economic  growth?  How 

do  we  benefit  from  large-scale  enterprise? 

Now,  the  gains  from  large-scale  enterprise  have  to  be  weighed  against  an- 
other closely  allied  development — growth  of  monopoly.  What  prompted  the 
growth  of  monopoly?  There  are  three  major  reasons,  all  of  them  related  to 
each  other,  and  illustrated  from  the  following  diagram: 
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Corporation  (legal  set-up) 


needs  large  sums 
capital,  and  cor 
at  ions  could  pro 
them. 


Large-scale 
Enterprise 
(source  of 
efficiency) 


Large-scale  ente 


Corporation  facilitated 
mergers  and  combina- 
tions. 


Monopol y 
(Control 
of  Market) 


Large-scale  enterprise 
reduces  the  number  of 
compet i tors 


As  the  diagram  indicates,  large-scale  enterprise  may  reduce  the  costs  per 
unit,  but  it  may  also  reduce  the  number  of  competitors.  The  corporation 
provided  the  capital  but  also  facilitated  the  growth  of  monopoly.  Now, 
with  this  help,  think  again  of  the  history  of  the  United  States  prior  to 
the  Civil  War  and  afterwards.  Review  the  growth  of  railroads  and  other 
forms  of  transportation,  the  immigration  of  skilled  workers,  and  the  con- 
tinuous uncovering  of  America's  resources.  Remember  that  the  giant  cor- 
porations did  not  suddenly  appear.  They  evolved  from  simpler  types  of 
business  organizations,  e.g.  individual  proprietorships  and  partnerships. 

But  for  the  reasons  indicated,  corporations  made  possible  both  large  amounts 
of  capital  and  control  of  the  market.  Finally,  as  it  became  clear  to  the 
American  people  tnat  they  must  try  to  handle  this  complicated  problem,  the 
economic  role  of  government  with  regard  to  monopoly  increased. 


Drawing  on  illustrations  from  American  History,  let  us  ask  our- 
selves some  important  questions  about  monopoly  in  the  United  States 
and  then  use  these  questions  and  answers  to  help  us  with  the  anal- 
ysis of  monopoly  today  and  possible  policies  for  handling  the 
problem. 

1.  How  did  we  know  that  the  problem  of  monopoly  existed  and  that 
it  exists  today? 


Clues : 


Scarcity  and  the  satisfaction  of  wants. 

Lower  per  unit  costs  and  control  of  quantity  produced. 
Lower  per  unit  costs  and  possibly  higher  monopoly  prices. 
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2.  What  is  the  monopoly  problem? 

Clues : 

Lower  per  units  costs  from  large-scale  enterprise  in  conflict 
with  monopoly  control  of  the  market. 

Limitation  on  the  consumer's  ability  to  influence  the  use  of 
resources . 

Great  power  in  the  hands  of  those  who  through  monopoly  control 
the  use  of  resources. 

3.  Nature  and  extent  of  the  breakdown  of  coordination 
Clues: 

Forces  in  economic  life  which  tend  to  reduce  competition. 

Products  that  possibly  could  not  be  produced  as  cheaply  if  we 
had  many  small  producers. 

4.  Policies  for  handling  monopoly 
Clues: 

The  help  from  Units  1 through  17  in  understanding  the  monopoly 
problem. 

The  different  perspective  one  gets  in  studying  American  History 
with  economic  understanding. 

Policies  which  might  have  been  possible  if  people  knew  earlier 
what  we  now  know  about  economics. 

Polici  es  of  government  inhibiting  or  promoting  monopoly. 

B.  Government  Pol  icy 

A major  purpose  of  governmental  intervention  in  business  has  been 
the  maintenance  of  competition.  Our  system  rests  upon  the  notion 
of  free  markets  and  competition.  Monopolistic  giants  appear  to 
threaten  this  belief.  The  policies  of  the  government  have  sometimes 
promoted  and  sometimes  restrained  monopoly. 

The  relationship  of  government  and  business  is  enormously  complex. 
Students  may  find  up-to-date  news  items  to  document  the  ambi valance 
of  government  and  business  toward  one  another.  But  the  most  striking 
fact  is  that  government  and  business  are  so  overlapping  and  inter- 
dependent that  a price  rise,  or  a production  increase,  or  some  sud- 
den economic  adjustment  immediately  precipitates  reactions  from  the 
President  and  the  Congress. 

The  following  charts  may  be  used  to  summarize  some  of  the  major  land- 
marks of  governmental  policy  relative  to  the  monopoly  problem.  The 
first  item  in  each  chart  has  been  completed  as  an  example.  You  may 
refer  to  a stsndard  U.  S.  History  text  for  information  needed  to 
complete  the  chart.  Other  specific  aids  include: 
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Caves,  Richard.  American  Industry;  Structure,  Conduct,  Performance. 
New  Jersey:  Prentice-Hall,  19o5. 

McConnell,  Campbell  R.  Economics:  Principles,  Problems  and 

Pol icies.  New  York:  McGraw-Hill,  1963. 

Chart  I:  Legislation  Designed  to  Promote  Private  Monopoly  for  Public 

Benefit 


Pol  icy 

Purpose 

Brief 

Definition 

Effect 

Patent  Laws, 
1790 

Incentive  to  new 
products,  invention 

Gives  17  years  pro- 
tection to  make  and 
sell  product 

Barrier  to  entry 
of  new  firms; 
encourages  monop- 
oly by  17  year 
protection  and 
entrenchment 

Interstate 
Commerce 
Act,  1887 

Emergency 
suspensions 
of  anti- 
trust leg- 
islation 

Chart  II:  Legislation  Designed  to  Inhibit  Monopoly  Growth  and  Preserve 

Competition 


Policy 

Purpose 

Brief 

Definition 

Effect 

Sherman 
Anti-Trust 
Act,  1890 

Maintain  competi- 
t ion 

Made  monopoly  & 
"restraint  of 
trade"  illegal 

Court  interpreta- 
tions weakened 
enforcement 

Clayton  Act, 
191*» 

Federal 
Trade  Corn- 
miss  ion 
Act,  1914 

Robi nson- 
Patman 
Act,  1936 

Cel ler- 
Kefauver 
Ant i -Merger 
Act,  1950 
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Chart  III:  Other  Instances  of  Government  Action  Relative  to  the  Monopoly 

Problem 


Pol  Icy 

Purpose  1 

Brief 

Definition 

Effect 

Government 

Defense 

Contracts 

To  provide  for  1 

national  security  1 

Business  agreements 
between  U.  S,  Gov- 
ernment and  private 
industry 

Publ ic  expendi- 
tures now  account 
for  at  least  20% 
of  Gross  National 
Product 

Protective 

Tariffs 

Depletion 
A1 lowances, 
Tax  pol icy 

I 

Standard  Oil 
Trust  Case, 
1911 

Electrical 
Equipment 
Case,  1961 

1 
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III.  Third  Situation:  Poverty  and  Insecurity 

A,  In  this  third  example  of  a problem  area,  a more  formal  process  of 
investigation  than  was  used  in  the  first  two  examples  is  illus- 
trated. There  are  two  equally  important  aspects  of  this  learning 
situation.  First,  the  presentation  of  a body  of  facts  related  to 
income  distribution  and  economic  insecurity  in  the  Uni  ted  States. 
Second,  the  process  of  collecting,  organizing  and  presenting  these 
facts  in  a systematic  manner.  The  phrase  in  a systematic  manner 
is  the  key  to  understanding  the  main  objective  of  this  learning 
situation.  Many  books  have  been  written  on  the  process  of  scien- 
tific investigation  in  the  social  sciences;  implicitly  or  explicitly 
each  contains  an  outline  of  that  process.  We  present  a model  not 
the  model  of  the  process.  Students  (we  are  all  students  in  the. 
sense  intended  here)  who  become  involved  with  the  process  of  scien- 
tific investigation  will  probably  develop  their  own  outline  of  the 
process.  The  outline  presented  below  is  a theme  on  which  many 
variations  can  be  written  - it  is  not  a rigid  series  of  steps  to 
be  slavishly  followed. 

B.  One  Model  for  Scientific  Investigation  in  Economics 

1.  Statement  of  the  Problem 

a.  The  values  held  by  a society  set  the  objectives  of  the 
economic  coordination. 

b.  A full  understanding  of  the  problem  includes  a specific 
identification  of  the  nature  and  extent  of  the  breakdown 
in  coordination.  In  what  way  does  economic  analysis  help 
us  to  see  the  breakdowns  in  coordination? 

2.  Previous  "Solutions"  of  the  Problem 

a.  What  historic  or  contemporary  policies  have  attempted  a 
resolution  of  the  problem? 

b.  What  kinds  of  evidence  lead  you  to  support  or  reject 
previous  policies? 

3.  Constructing  New  Alternatives 

a.  What  modifications  in  previous  policies  would  you  suggest? 

b.  Would  you  suggest  an  essentially  new  policy? 

<4.  Evaluation  of  New  Alternatives 

a.  What  kinds  of  evidence  will  lead  you  to  support  or  reject 
the  new  alternatives? 
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b.  What  new  measurement  techniques  are  needed  to  test  these 
new  alternatives?  (e.g.  Perhaps,  existing  collections  of 
information  do  not  yield  the  kinds  of  data  needed  to  test 
the  new  alternatives.  How  would  you  go  about  collecting 
the  information  you  need  to  test  your  hypotheses?) 

C.  Read  the  following  and  attempt  to  answer  the  question:  What  is  the 

poverty  problem  in  the  United  States? 

The  New  Poverty^ 


When  the  country  was  young,  a man's  standard  of  living  depended  in  large 
measure  on  his  skill,  initiative,  strength  and  wisdom. . With  his  good 
right  arm"  he  wrested  a living  for  himself  and  his  family  from  forest, 

field  and  stream. 

The  attitude  prevailed  that  poverty  was  "God's  judgment  against  the  unde- 
serving." Poor  people  consoled  themselves  with  the  thought  that  riches 
would  come  if  only  they  made  themselves  more  deserving  - if  only  they  were 
able  to  work  harder  and  develop  more  wisdom.  Although  most  people  were 
poor  and  remained  so,  they  had  hope.  They  also  had  Mother  Nature  to  pro- 
vide them  with  fish  and  game,  free  for  the  taking. 

Then  the  virgin  woodland  was  cut  down  and  in  its  place  sprouted  a thicket 
of  smoking  factories.  Before  long  a man's  standard  of  living  came  to  depend, 
not  only  on  his  skill,  initiative,  strength  and  wisdom,  but  also  on  an  in- 
credibly intricate  mechanism  of  assembly  lines,  offices  and  stores  to  pro- 
vide him  with  the  opportunity  to  work. 


Although  the  American  economy  made  great  strides,  progress  was  not  steady. 

A crisis  occurred  in  the  1930s  and  strong  right  arms  by  the  millions  were 
reduced  to  reaching  for  doles  of  thick  bread  and  thin  soup.  Workers,  who 
had  lost  the  ability  to  achieve  economic  security  by  individual  action, 
sought  it  collectively  through  large  unions  and  strong  governments.  Pro- 
grams such  as  Social  Security,  Unemployment  Compensation,  relief  and  public 
welfare  helped  many  escape  the  hobnailed  heel  of  want.  The  continuation  of 
such  governmental  activities  is  thought  by  many  to  be  one  reason  why  we  have 
avoided  major  depressions  and  improved  the  lot  of  the  poor  over  the  last  20 

years . 


Another  reason,  perhaps  more  important,  is  the  technological  revolution 
that  was  nourished  so  effectively  by  World  War  II.  New  methods  and  machines 
have  increased  the  productivity  of  American  workers  tremendously  in  the 
space  of  a few  decades.  Able  to  produce  more,  most  of  us  have  been  able  to 
buy  more  and  the  general  standard  of  living  has  risen  to  a level  that  our 
grandfathers  never  even  dreamed  of. 


iThe  New  Poverty.  Series  for  Economic  Education,  published  by  the 
FederaTReserve  Bank  of  Philadelphia,  September,  1964. 
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Living  With  Change 

It's  ironic,  but  the  technological  revolution  which  opened  the  door  *° 
prosperity  for  the  majority,  also  slammed  that  door  tight  shut  -n_the  face 
nf  a sizeable  minority.  The  essence  of  the  revolution  is  change  c. 
erating  and  pervasive^hange.  Not  only  has  the  way  we  produce  goods  in  our 

factories  undergone  sweeping  change  but  so  has  ^[ra- 

teach  school,  heal  the  sick,  and  raise  crops,  to  give  but  a few  i l lustra 

t ions . 

As  the  revolution  progressed,  some  workers  were  not  able  to  keep  P«*ce 
change.  Maybe  they  were  too  old  or  too  set  in  their  ways,  maybe  they 
ranked  low  in  mentality  or  had  been  denied  an  adequate  education.F 
reason  or  another  they  lacked  the  inherent  fiex.b'l'ty  to  adjust  to  the 
fast  changing  conditions  in  the  labor  market.  As  a re  u t,  the  wave 
affluence  began  to  sweep  by  leaving  them  and  their  families  ,n  eddies  of 

poverty. 


The  Disadvantaged 

The  "new  poverty"  of  the  postwar  period  usually  struck  people  who  were  at 
5ome  disadvantage.  Negroes,  for  example,  were  especial ly  hard  hit.  One 
region  was  that  they  wire  afflicted  by  the  disadvantage  of  discrimination, 
which  often  denied  them  the  opportunity  for  a good  education  and  jo 

train i ng. 

Another  disadvantage  is  the  lack  of  a male  breadwinner.  According  to  the 
definition  used  by  the  President's  Council^of  Economic  Advisors  (see 
below),  about  50  per  cent  of  broken  fa"1'1*®5  are  poor  co"]pa^  ° t P 
rent  of  all  families.  The  mother,  who  suddenly  is  forced  to  support 
family,  probably  lacks  the  skill  necessary  for  a high  paying  job  and  she 
also  may  encounter  some  salary  discrimination  against  women. 

One  out  of  every  two  families  headed  by  a person  65  or  older,  is  poor,  as 
defined  by  income  alone.  A major  disadvantage  here  is  being  ^ ®t  8 tim 
when  employers  seem  to  put  a high  premium  on  youth.  To  make  matters  wor  , 
malv  plloir  now  Retired,  were  at  the  peak  of  their  earning  power  during 
the^Depress ion  and  probably  missed  the  opportunity  to  build  up  a normal 

nest  egg. 

Over  45  per  cent  of  all  farm  families  are  poor.  Among  their  disadvantages 
is  the  rapid  increase  in  agricultural  productivity  which  has  made  t ex 
freely  difficult  for  the  small  farm  to  compete  with  the  large  business- 
like endeavor.  Although  many  poor  farmers  have  given  up  and  gone  to  the 
city,  many  others  still  continue  to  eke  out  an  existence  on  a few  barren 

acres. 


About  a third  of  the  people  who  live  in 
One  of  their  principal  disadvantages  is 
which  came  about  as  coal  users  changed 


the  Appalachian  highlands  are  poor, 
the  decline  in  mining  employment, 
to  other  fuels. 
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We  do  not  mean  to  give  the  impression  that  all  the  causes  of  the  new  pov- 
erty are  beyond  the  control  of  the  individual.  (Some  are  racial  discrim- 
ination, for  instance.)  But  a disadvantage  such  as  inadequate  education 
often  is  the  result  of  a voluntary,  if  misguided,  dropout  from  school. 

Many  old  people  may  be  poor  because  they  squandered  large  incomes  unwisely 
in  younger  days.  Others  may  endure  poverty  because,  for  many  understand- 
able personal  reasons,  they  find  it  difficult  to  break  deeprooted  ties  to 
a depressed  town  or  area. 

The  Quicksand  Effect 

As  the  post-World  War  It  period  progressed,  people  who  sank  in  the  quagmire 
of  poverty  found  it  increasingly  hard  to  get  out.  The  technological  revo- 
lution was  eliminating  many  of  the  manual  jobs  that  once  were  the  first 
rung  on  the  ladder  up  to  comfortable,  middle-class  living.  Those  unskilled 
tasks  that  remained  rated  low  wages  and  low  prestige.  Thus,  it  became 
harder  and  harder  to  escape  poverty. 

The  poor  felt  trapped  by  forces  they  didn't  understand.  No  longer  did  they 
believe  affluence  was  obtainable  if  only  they  worked  harder  and  developed 
more  wisdom.  They  tended  to  become  discouraged  and  demoralized;  they  lost 
the  hope  which  had  made  low  living  standards  more  bearable  for  their  fore- 
fathers. Without  hope,  many  were  unable  to  take  the  first  difficult  steps 
of  self-improvement  that  led  out  of  their  particular  poverty  pocket. 

As  time  went  on  and  the  majority  of  the  nation  enjoyed  its  postwar  pros- 
perity, the  poor  became  increasingly  isolated  from  the  mainstream  of 
American  life.  They  led  shadowy  lives  in  the  slums  so  near  but  yet  so  far 
from  the  city's  business  heartland.  They  huddled  in  tarpaper  shacks  over 
the  hill  and  out  of  sight  from  the  turnpike  that  took  happy  suburban  fam- 
ilies to  their  mountain  vacations.  As  Michael  Harrington  said  in  his  book, 
"The  Other  America,"  poverty  existed  in  an  "invisible  land." 

How  Much  Poverty? 

There  is  no  way  in  the  world  to  say  with  certainty  that  one  family  is  poor 
and  another  is  not.  Poverty  is  both  relative  and  subjective.  It  depends 
on  many  things  including  family  size,  age,  assets  held,  climate,  consumer 
price  levels,  the  opportunity  to  grow  food  and  so  on.  A retired  couple 
owning  a small  farm  in  the  South  might  feel  we  11 -to-do  on  an  income  that 
would  mean  extreme  privation  for  a Philadelphia  family  with  five  small 
chi ldren. 

The  period  in  history  makes  a difference,  too,  because  we  are  constantly 
upgrading  our  definitions  of  poverty.  People  who  are  considered  poor  to- 
day might  have  qualified  as  almost-aff luent  50  to  100  years  ago. 

Poverty  means  something  quite  different  in  other  parts  of  the  world.  By 
American  income  standards  75  per  cent  of  all  families  in  England  might  be 
classified  as  poor.  Indeed,  many  nations  in  Africa  and  Asia  would  be  de- 
lighted if  they  could  raise  their  average  standard  of  living  to  that  of 
our  poorest  people. 
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Acknowledging  the  difficulties  involved,  the  President's  Council  of  Economic 
Advisors  has  made  an  attempt  to  define  poverty  in  terms  of  monetary  income. 

As  a rule  of  thumb,  the  Council  considers  a family  poor  if  it  has  a before- 
tax annual  income  of  $3,000  or  less,  at  the  1962  price  level.  An  individual 
living  alone  would  be  poor  with  $1,500  or  less. 

Using  these  admittedly  imprecise  standards,  about  one-fifth  of  our  popula- 
tion, or  between  33  and  35  million  people,  is  poor  today.  With  adjustment 
for  changes  in  the  cost  of  living,  about  a third  of  the  nation  was  poor  in 
1950. 

Out  of  the  Shadows 

Harrington's  "The  Other  America"  was  published  in  1962.  Since  then  the  new 
poverty,  if  not  the  poor  themselves,  has  become  highly  visible  and,  with 
the  help  of  the  mass  media,  virtually  impossible  to  forget. 

A number  of  factors  combined  in  the  last  year  or  two  to  draw  the  nation's 
attention  to  its  poverty.  Harrington's  book  played  a part  in  the  awakening 
and  so  did  other  books,  articles  and  speeches.  In  addition: 

• Underdeveloped  nations  in  Africa  and  Asia  have  recently  received  in- 
creasing publicity  because  of  their  birth  pains  and  the  heightening 
controversy  over  our  foreign  aid  programs.  Possibly  better  knowledge 
of  poverty  abroad  has  caused  us  to  notice  it  more  at  home. 

• Poor  people  are  becoming  a more  important  political  force  as  tradition- 
ally poor  minority  groups  begin  to  flex  their  voting  muscles.  In  addi- 
tion, reapportionment  should  give  urban  slum  dwellers  more  political 
representation,  at  least  in  state  legislatures. 

• Because  of  its  prevalence  among  Negroes,  poverty  is  bound  up  with  the 
civil  rights  issue.  The  spotlight  on  the  latter  undoubtedly  has  helped 
illuminate  the  former  and  vice  versa. 

• As  the  nation  has  grown  more  sophisticated  in  the  matters  of  business 
and  finance,  the  economic  costs  of  poverty  became  more  widely  known. 

Not  only  does  poverty  mean  a waste  of  potentially  productive  human 
resources  but  it  places  a heavy  monetary  burden  on  our  various  govern- 
ments. As  a nation,  we  have  long  since  decided  that  we  can't  let  people 
starve,  so  society  undertakes  to  provide  some  sort  of  basic  subsistence 
for  our  poor  people.  Furthermore,  the  country  as  a whole  must  pay  huge 
sums  to  combat  the  unusually  high  rates  of  crime,  disease  and  delin- 
quency that  poverty  breeds. 

• Some  of  the  recent  concern  over  poverty  could  have  been  caused  by  a 
developing  guilty  conscience  on  the  part  of  the  affluent  majority.  In 
the  latter  1950s,  critics  intensified  their  complaints  about  American 
materialism,  as  epitomized  by  the  automobile  tail  fins  and  other  goodies. 
As  in  prior  periods,  this  criticism  didn't  seem  to  diminish  the  national 
desire  for  material  possessions,  but  it  might  have  sharpened  our  con- 
cern for  the  less  fortunate. 
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Finally,  the  nature  of  the  new  poverty  seems  to  have  attracted  wide- 
spread attention  to  itself,  once  it  was  illuminated.  Thinking  citizens 
have  become  alarmed  at  its  pernicious  effect.  Many  children  growing 
up  in  the  demoralized  environment  of  our  rural  and  urban  slums,  soon 
abandon  hope  as  their  parents  did  before  them.  This  makes  it  extremely 
difficult  for  young  people  to  do  what  is  necessary  to  escape  - to  stay 
in  school,  for  instance.  Thus  generation  after  generation  may  be  doomed 
to  live  out  their  lives  in  poverty.  Although  the  physical  health  and 
sartorial  appearance  of  the  poor  has  improved  steadily,  their  mental 
attitude  seems  to  deteriorate  with  each  turn  of  this  vicious,  self- 
generating cycle.  As  a result,  the  poor  fifth  tends  to  become  a 
greater  danger  to  the  comfortable  four-fifths  of  the  nation.  Already 
the  bitter  fruits  of  the  new  poverty  are  alarming  Government  officials 
and  private  citizens  alike.  Juvenile  delinquency,  crimes  of  violence, 
riots  and  other  disorders,  often  linked  with  poverty  are  on  the  in- 
crease. More  important  is  the  way  the  poor  might  wield  their  increasing 
political  power.  Are  they  likely  to  continue  to  support  an  economic 
and  political  system  that  they  feel  gives  them  little  chance,  or  will 
they  fall  for  the  siren  songs  of  those  who  would  destroy  democracy? 

For  reasons  such  as  these,  the  new  poverty  has  attracted  the  attention  and 
concern  of  the  nation.  In  the  space  of  a few  years  it  has. become  a. major 
economic,  social  and  political  issue.  Most  people  now  admit  something 
should  be  done  to  combat  poverty  and  all  its  dangerous  side  affects.  They 
agree  with  the  great  physician,  Moses  Ben  Maimon,  who  said  in  the  Twelfth 
Century-A.D. : 

"Anticipate  charity  by  preventing  poverty;  assist  the  reduced 
fellowman,  either  by  a considerable  gift,  or  a sum  of  money,  or 
by  teaching  him  a trade,  or  by  putting  him  in  the  way  of  busi- 
ness, so  that  he  may  earn  an  honest  livelihood,  and  not  be 
forced  to  the  dreadful  alternative  of  holding  out  his  hand  for 
charity." 

Action  - But  What  Action? 

Some  analysts  hold  that  governmental  "interference"  has  slowed  the  expan- 
sion of  the  private  economy.  Reduce  this  interference,  they  say,  and  the 
economy  will  grow  faster,  thereby  creating  more  jobs  for  the  poor. 

On  the  opposite  side  of  the  fence,  it  is  claimed  that  the  new  poverty  is 
such  a complex  problem  that  only  a strong  central  government  can  cope  with 
it.  This  group  splits  when  it  comes  to  specific  action,  however.  One 
school  believes  that  the  Federal  Government  should  spend  more  or  cut  taxes 
in  order  to  increase  the  overall  demand  for  goods  and  services.  This  extra 
demand,  in  turn,  is  supposed  to  create  new  jobs  for  unemployed  workers. 

The  other  school  says  that  the  real  problem  is  that  modern  technology  has 
eliminated  forever  many  of  the  jobs  for  which  poor  people  can  qualify. 

These  analysts  call  for  more  specific  governmental  action,  aimed  directly 
at  the  causes  of  poverty.  They  believe  Government  should  help  unemployed 
workers  qualify  for  the  jobs  that  are  available*.  Included  in  this  category 
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are  beefed-up  training  and  retraining  programs,  better  nationwide  informa- 
tion on  job  opportunities,  allowances  for  workers  willing  to  move  to  other 
areas,  an  efficient  system  for  trading-in  used  housing  and  anti-discrimi- 
nation laws.  Although  sometimes  thought  to  be  necessary  pal  1 iatives  rather 
than  lasting  cures,  such  programs  as  unemployment  compensation  and  aid  to 
depressed  areas  generally  are  considered  specific  actions. 

Then  there  are  those  who  advocate  both  government  action  to  increase  over- 
all demand  and  specific  programs  as  well. 

There  Is  No  Free  Lunch 

Desirable  as  it  might  be  to  eradicate  poverty  once  and  forever,  all  the 
proposals  commonly  put  forth  involve  heavy  costs  and  serious  risks.  And, 
as  we  indicated  earlier,  so  does  doing  nothing  at  all. 

If  the  nation  decides  that  reducing  governmental  "interference"  is  the 
best  course  of  action,  the  risk  is  that  the  private  economy  may  not  respond 
as  hoped.  In  fact,  many  experts  believe  that  sharply  reduced  governmental 
spending  could  cause  the  nation  to  crumble  into  a depression  like  the  one 
in  the  early  1930s. 

Federal  Government  spending,  abetted  by  Federal  Reserve  action  to  keep 
credit  cheap,  probably  could  pump  up  overall  demand  enough  to  create  a job 
for  almost  every  worker,  no  matter  how  unskilled  or  inflexible.  Massive 
federal  purchases  of  munitions  in  World  War  II  required  the  services  of 
virtually  everybody  including  "the  lame,  the  halt,  and  the  blind.  The  risk, 
of  course,  is  that  such  an  infusion  of  demand  today  would  leave  a legacy 
of  inflation  as  it  did  after  World  War  II.  Inflation  can  dislocate  the  en- 
tire economy,  hurting  poor  people  in  particular,  because  they  have  relatively 
little  bargaining  strength  in  regard  to  wages. 

Specific  governmental  programs,  if  we 1 1 -conceived  and  executed,  might  strike 
effectively  at  the  causes  of  the  New  Poverty.  Their  cost,  however,  could 
be  a reduction  of  individual  freedom  and  private  initiative.  Some  European 
nations,  which  have  all  but  eliminated  poverty,  have  found  that  their  pro- 
grams are  not  very  effective  if  participation  is  voluntary.  As  the  Harvard 
Business  Review  points  out  ".  . . some  freedoms  may  be  more  important  in  ^ 
the  long  run  than  freedom  from  want  on  the  part  of  every  individual  . . . 

Conclusion 

It  goes  without  saying  that  a prosperous,  growing  economy  is  essential  to 
the  reduction  of  poverty.  It  is  clear,  too,  that  in  some  areas  specific 
measures  can  be  helpful.  Indeed,  the  nation  is  already  committed  to  full 
employment  policies  and  numerous  anti-poverty  programs.  The  next  steps, 
if  any,  depend  on  the  careful  balancing  of  goals  and  risks  by  an  informed 
electorate  and  its  representatives. 
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CHAPTER  IV 


EVALUATION  OF  THE  COURSE 
Perspective  on  Evaluation 

Tasks  of  Evaluation 

A conventional  view  of  educational  evaluation  is  that  its 
proper  task  is  to  determine  the  extent  to  which  the  desired  changes  in 
students  have  taken  place.  This  task  was  accepted  as  an  important  one 
in  this  project,  but  by  no  means  the  only  one.  This  older  view  did  not 
seem  to  give  adequate  attention  to  another  important  task — namely,  that 
of  relating  the  changes  to  antecedent  conditions.  Consequently,  it  was 
assumed  that  evaluation  should  go  beyond  description  of  outcomes  and 
attempt  to  explain  them  on  the  basis  of  the  conditions  that  produced 
them.^  A discipline-centered  course  also  seemed  to  place  its  own 
special  demands  upon  evaluation,  as  will  shortly  be  explained.  Thus, 
evaluation  was  considered  to  involve  a number  of  basic  tasks  and, 
further,  not  to  be  confined  to  empirical  or  statistical  operations. 

It  was  found  helpful  to  view  evaluation  as  a series  of  opera- 
tions to  check  certain  assumptions  inherent  in  the  project.  These 
assumptions  seemed  to  fall  under  four  main  headings:  Economics  as  a 

'e.  J.  Furst,  "Tasks  of  Evaluation  in  an  Experimental  Course," 
Curriculum  Development  and  Evaluation  in  English  and  Social  Studies, 
edited  by  E.  R.  Steinberg  and  others  (Pittsburgh:  Carnegie  Institute  of 

Technology,  1964),  pp.  133-139. 
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discipline,  Appropriateness  of  course  materials,  Adequacy  of  teaching, 
and  Effectiveness  of  course.  These  assumptions  which  are  interrelated, 
will  now  be  reviewed  in  turn. 

Economics  as  a discipline.  Basic  to  any  course  which  purports 
to  be  discipline-centered  is  the  assumption  that  it  is  indeed  so — that 
it  has  a logic  of  its  own,  an  inner  structure.  The  formulation  for  this 
course  did  embody  the  working  concepts  of  economists  but  represented  one 
economist's  views  as  to  that  logic  or  inner  structure.  Therefore  it 
would  be  necessary  to  try  to  validate  this  formulation.  Primary  respon- 
sibility for  this  validation  would  have  to  be  placed  upon  professional 
economists  and  philosophers  whose  contribution  would  necessarily  be 
analytic  and  logical.  The  contribution  of  evaluation,  in  the  sense  of 
the  data-gather ing  phase  of  curriculum  development,  was  judged  to  be 
incidental  here. 

Appropriateness  of  course  materials.  A further  assumption  to  be 
checked  was  that  the  instructional  materials  bore  a close  relationship 
to  the  conception  of  economics  as  a subject  with  an  underlying  logic  of 
its  own.  It  had  to  be  ascertained  that  the  materials  were  highly  rele- 
vant to  the  theory  of  the  course — that  the  learning  situations,  especial 
ly,  provided  an  orderly  sequence  of  development  in  keeping  with  the  un- 
folding of  the  discipline  of  economics.  The  test  of  this  assumption  was 
through  logical  analysis,  first  by  members  of  the  staff  and  later  by 
consultants  in  economics.  There  is  an  empirical  (experiential)  side  to 
this  question  which  will  be  considered  later  in  this  section. 

Adequacy  of  teaching.  Crucial  to  a trial  course  such  as  this 
was  the  assumption  that  the  cooperating  teachers  would  be  well-grounded 
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in  the  theory,  subject  matter,  and  methods  of  the  course.  It  must  be 
determined  that  the  teachers  were  able  to  carry  out  the  course  as  con- 
ceived; otherwise,  no  real  test  of  .the  course  would  be  possible.  Pre- 
testing of  teachers  on  the  materials  was  considered  desirable,  as  well 
as  some  preliminary  teaching  experience  with  them,  but  major  reliance 
was  to  be  placed  upon  observation  of  teaching  in  the  tryout  itself. 

It  was  assumed,  specifically,  that  the  interaction  of  teacher 
and  students  with  the  learning  situations  would  be  a process  of  "pro- 
gressive inquiry".  "Progressive  inquiry"  was  used  in  the  sense  that 
John  Dewey  used  it — as  unfolding  exploration,  as  the  determining  of  a 
problem  in  such  a manner  that  "the  conclusions  reached  in  one  inquiry 
become  means,  material  and  procedural,  of  carrying  on  further  inquir- 
ies" (1,  p.  140).2  To  quote  our  staff  economist:  "...  there  must  be 

an  effort  to  sense  and  reach  for  a concept,  say,  scarcity.  Then  inquiry 
will  extend  its  dimensions  and  step  by  step,  always  step  by  step,  the 
students  will  explore  the  ramifications  of  the  emerging  notion" 

(2,  p.  149) In  this  way,  the  linking  of  ideas  will  lay  bare  the  inner 
structure  of  the  discipline,  and  students  will  engage  in  processes  of 

reasoning,  discovery,  and  re-discovery. 

The  task  of  evaluation,  with  respect  to  this  last  assumption, 
was  to  determine  the  degree  to  which  these  overt  and  covert  activities 


2 John  Dewey,  Logic:  The  Theory  of  Inquiry,  (New  York:  Holt, 

Rinehart  and  Winston,  I960),  p.  1^0* 

^Meno  Lovenstein,  "Economics,  Educational  Philosophy,  and  Psy 
choloav. " The  Teaching  of  Elementary  Economics,  edited  by  Knopf  and 
Strauss  (New  York:  Holt,  Rinehart  and  Winston,  I960),  p.  1^9.  (See 
p.  16  of  this  report.) 
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did  take  place  in  the  classroom.  Did  students  actually  engage  in  pro- 
gressive inquiry?  Did  all,  or  at  least  most  students,  actually  discover 
the  underlying  ideas  rather  than  only  a few  students  who  then  declared 
these  to  the  others?  Did  they  actually  think  as  an  economist  does? 
Appropriate  procedures  would  include  direct  observation  of  classroom 
interaction,  sound  recording  of  student  and  teacher  utterances,  inter- 
views with  students,  and  the  method  of  stimulated  recall,  as  well  as 
subsequent  logical  and  psychological  analysis  of  the  information  so 
gathered . 

Effectiveness  of  the  course.  Under  this  heading  fall  the  as- 
sumptions that  have  to  do  with  effects  produced  in  students  by  the 
course.  A major,  and  rather  different,  task  than  the  conventional  was 
to  determine  the  extent  to  which  the  hypothesized  unfolding  of  meaning 
took  place.  Have  the  students  understood,  or  grasped,  through  retro- 
spection, the  unfolding  that  has  just  taken  place?  A related  task  was 
to  determine  the  propensity  or  disposition  of  students  to  continue  the 
inquiry  at  successive  points  throughout  the  course.  It  is  to  be  noted 
that  these  two  assumptions  require  periodic  probing  during  the  progress 
of  the  course.  The  outcomes  in  question  are  intermediate  rather  than 
terminal.  Finally,  there  were  the  usual  assumptions  that  have  to  do 
with  the  development  of  outcomes  such  as  the  ability  to  do  economic 
reasoning.  Here  the  task  of  evaluation  was  to  provide  students  with 
situations  that  would  test  their  acquisition  of  concepts  and  their 
ability  to  use  these  in  economic  reasoning. 


707 

Limitations  on  the  Program  of  Evaluation 
The  foregoing  analysis  has  indicated  the  scope  and  complexity  of 
the  evaluation  called  for.  Evaluation  of  a new  course  can  be  very  de- 
mand ing— almost  open-ended,  it  would  seem--and  especially  so  in  the  case 
of  a discipline-centered  course  such  as  this  one.  But  a full  evaluation 
on  the  first  trial  was  out  of  the  question  because  a variety  of  practi- 
cal considerations  stood  in  the  way. 

Perhaps  the  most  important  limitation  on  a full  evaluation  was 

the  inadequate  preparation  of  the  cooperating  teachers  in  the  theory, 
subject  matter,  and  methods  of  the  course.  The  teachers  aiso  carried  a 
normal  load  of  courses  and  duties  rather  than  a reduced  load  which  would 
have  enabled  them  to  make  the  extra  preparation  that  a new  course  re- 
quires. Under  such  circumstances,  a fair  test  of  the  course  would  be 

extremely  difficult,  if  not  impossible. 

A second  important  limitation  was  the  difficulty  of  producing 
proper  test  materials.  Few  appropriate  test  items  and  exercises,  and  no 
complete  instruments,  were  available.  Assistants  first  had  to  familiar- 
ize themselves  with  the  course  materials— a time-consuming  task-before 
attempting  the  construction  of  test  situations.  Since  the  writing  of 
teaching  units  continued  well  into  the  trial  semester,  test  construction 
had  to  follow  along.  Moreover,  persons  wel 1 -qual if ied  in  evaluation 
were  hard  to  get,  and  the  evaluator  himself  was  only  able  to  devote  one- 

fifth  time  during  the  academic  year. 

A third  limitation  was  the  lack  of  laboratory-type  facilities 
for  conducting  the  course  so  that  continuous  monitoring  could  be  carried 
out.  An  intimate  study  of  experiences  in  the  course  would  have  required 
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electronic  recording  of  class  sessions  and  extensive  interviewing  of 
students.  Such  facilities  were  not  at  hand,  and  the  participating 
schools  were,  for  the  most  part,  remote  from  Project  headquarters. 

A further  limitation  was  the  lack  of  comparability  of  conditions 
from  one  class  to  another.  In  addition  to  differences  among  teachers  in 
preparation  for  the  course,  differences  arose  in  such  conditions  as 
length  of  class  period,  length  of  time  devoted  to  each  learning  situa- 
tion, use  of  special  teaching  aids  such  as  review  questions,  departures 
from  the  structure-discovery  method,  and  the  preparation  of  local  quizzes 
as  a supplement  to  the  Project  tests.  Thus,  in  many  little  ways,  varia- 
tions entered  the  course  so  that  full  control  over  conditions  did  net 
exist.  The  limited  time  of  the  Project  staff  and  the  remote  location  of 
most  of  the  schools  made  it  impractical  to  give  teachers  the  day-by-day 
guidance  and  supervision  they  needed,  and  thus  better  control  the  un- 
wanted sources  of  variation. 

A final  limitation  is  that  there  were  no  carefully  selected  con- 
trol groups  not  taking  economics,  nor  control  classes  taking  convention- 
al economics  at  the  ninth-grade  level.  (The  latter  are  rare.)  These 
conditions,  together  with  some  of  those  noted  above,  imply  that  the 
trial  was  not  an  "experiment"  in  the  traditional  sense  of  comparing 
groups  subjected  to  different  treatments.  It  is  not  implied,  however, 
that  such  an  "experiment"  was  theoretically  desirable  here. 

These  limitations  underscore  the  fact  that  this  effort  at  evalu- 
ation, like  the  first  edition  of  the  course,  was  itself  a trial.  Revi- 
sions in  the  evaluative  procedures  are  called  for,  just  as  are  revisions 
in  the  instructional  materials.  This  first  effort  gave  the  staff  a 
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chance  to  try  out  methods,  to  note  gaps  in  the  evaluation  as  well  as 
redundancies,  and  to  speculate  about  better  ways  of  doing  the  job. 
Although  the  staff  formulated  what  it  considered  an  adequate  theory  of 
evaluation  and  outlined  in  some  detail  the  various  studies  to  be  done, 
practical  limitations  kept  it  from  doing  all  that  needed  to  be  done. 

Participating  Teachers  and  Classes 

From  the  very  beginning  of  the  project,  informal  discussions 
and  correspondence  were  carried  out  with  school  officials  who  had  ex- 
pressed an  interest  in  economic  education  at  the  secondary  level.  It 
became  evident  that  there  would  be  no  problem  in  finding  schools  willing 
to  try  out  the  course  materials.  One  of  the  earliest  decisions  was  to 
get  a preliminary  check  of  the  first  units  and  accompanying  material. 

An  important  part  of  this  preliminary  check  was  to  consist  of  tryout  in 
one  or  a few  classes.  Cooperation  came  from  Vicky  Collins,  Washington 
High  School,  Massillon,  Ohio,  who  used  the  materials  with  twelfth-grade 
classes  and  submitted  valuable  critical  comments  and  suggestions. 

Subsequently,  other  school  systems  consented  to  participate  in 
the  tryout  at  the  ninth-grade  level.  Not  all  systems  which  had  ex- 
pressed an  interest  could  be  accommodated  and,  even  among  those  which 
did  take  part,  some  had  to  assume  responsibility  for  reproducing  the 
necessary  instructional  materials.  Table  1 indicates  the  school  systems 
and  the  respective  number  of  teachers  and  classes  involved. 
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Table  1 

Participating  School  Systems 


School  System 

Number  of 
Teachers 

Number  of 
Classes 

Akron,  Ohio 

1 

2 

Cleveland,  Ohio 

1 

1 

Columbus,  Ohio 

1 

2 

Lakewood,  Ohio 

12 

28 

Lexington,  Ohio 

1 

2 

Massillon,  Ohio 

2 

2 

Plymouth,  Ohio 

1 

1 

Worthington,  Ohio 

1 

2 

Milton,  Pennsylvania 

1 

2 

Salt  Lake  City,  Utah 

1 

2 

Totals  10 

22 

kk 

It  should  be  noted  that  no  attempt  was  made  to  try  to  define  a 
"population"  of  ninth-grade  classes  and  then  choose  a representative  sam- 
ple of  these.  This  feature  was  not  considered  essential  for  this  pro- 
ject. Of  course,  an  attempt  was  made  to  get  variety  in  the  kinds  of 
schools  and  communities  rather  than  to  concentrate  on  those  which  seemed 
to  offer  the  best  prospects  for  receptiveness  and  success.  It  should 
also  be  noted  that  full  participation  in  evaluation  had  to  be  limited  to 
the  school  systems  in  Ohio  (including  only  two  teachers  in  Lakewood  and 
one  each  of  their  participating  classes).  The  classes  in  Pennsylvania 
and  Utah  were  considered  too  distant  for  the  staff  to  visit  and  other- 
wise collect  the  full  array  of  data.  In  the  end,  the  participants  in 
the  full  evaluation  consisted  of  ten  teachers  and  thirteen  classes  from 
the  Ohio  systems  listed. 
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The  Teachers  and  Their  Characteristics 

As  with  the  selection  of  school  systems  and  classes,  no  attempt 
was  made  to  sample  from  a defined  population  of  teachers.  The  limited 
offering  of  economics  as  a separate  subject  in  the  high  schools  pre- 
cluded any  such  attempt,  even  if  it  were  desirable.  In  essence,  the 
teachers  who  took  part  were,  for  the  most  part,  teachers  who  were  inter- 
ested in  offering  an  economics  course  at  the  secondary  level  and  whose 
administration  was  behind  them  in  such  an  effort. 

The  group  of  teachers  was  indeed  a varied  one.  The  members 
ranged  in  age  from  24  to  48,  with  a median  of  20 . All  were  men,  though 
it  was  not  our  intention  to  limit  the  sample  to  this  sex.  They  ranged 
in  teaching  experience  from  just  beginning,  to  twenty  years.  Eight  of 
the  ten  teachers  had  had  at  least  two  courses  in  economics  in  college; 
one  had  had  only  one  course  and  one,  no  course  at  all.  None  of  the 
teachers  had  majored  in  economics;  only  two  had  mi  no red  in  it.  Most  of 
these  teachers  had  been  offering  courses  in  social  studies,  history, 
civics,  and  geography,  but  not  in  economics.  However.,  one  teacher  had 
been  teaching  a course  in  problems  in  economics  and  sociology,  for  ten 
years,  and  two  others  had  been  teaching  a course  in  business  economics 
or  general  business  which  had  considerable  economic  content.  It  would 
seem  that  this  kind  of  variation  would  be  typical  of  what  would  be  found 
in  the  nation  as  a whole. 

It  was  decided  not  to  try  to  relate  various  of  these  background 
characteristics  of  the  sample  of  teachers  to  evidences  of  performance 
with  the  trial  classes.  Partly  this  decision  was  based  upon  the  small 
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sample  of  teachers,  partly  upon  practical  considerations,  and  partly 
upon  the  results  of  previous  studies,  which  generally  have  not  found 

high  correlations. 

The  Classes  and  Their  Characteristics 
In  Keeping  with  the  informal  nature  of  the  evaluation,  no 
attempt  was  made  to  manipulate  the  composition  of  classes  in  any  way. 

The  classes  were  taken  just  as  they  came,  so  to  speak.  This  meant  that 
they  most  likely  would  differ  in  characteristics  that  would  be  expected 

to  have  a bearing  upon  achievement. 

To  assess  these  important  initial  characteristics,  the  staff 
arranged  for  pretesting  during  the  first  week  of  the  trial  period.  The 
teachers  themselves  gave  the  instruments  to  their  classes.  The  instru- 
ments consisted  of  the  following:  Student  Information  Form  (Appendix  B) ; 

Test  of  Economic  Understanding,  Form  A,  (Chicago:  Science  Research 

Associates,  Inc.,  1963);  Stern  Activities  Index,  Form  1158;  and  a sup- 
plementary collection  of  questions  prepared  by  the  staff  and  called 
"Special  Written  Questions"  (Appendix  D) . The  last-named  instrument 
represented  an  attempt  to  get  at  some  fairly  sophisticated  understandings 
dealing  with  the  concept  of  structure  of  ideas,  with  the  nature  and  im- 
portance of  discovery,  with  reasoning  as  a chain  of  relationships,  and 

II 

with  definition  as  a continuing  enlargement  or  unfolding  of  meanings. 

While  it  would  be  of  some  interest  to  report  detailed  results 
of  pretesting  with  these  instruments,  it  is  not  deemed  essential  to  do 
so.  Some  of  these  results  will  be  reported  in  connection  with  other 
parts  of  this  chapter,  and  some  of  the  more  specialized  results  will  be 
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reported  in  other  sources.**  Of  the  characteristics  on  which  the  partic- 
ipating classes  might  be  compared,  general  scholastic  ability  was  con- 
sidered most  important.  It  was  possible  to  compare  the  classes  on  a 
common  test,  though  not  one  of  those  conventionally  used  for  this  pur- 
pose. (The  regular  testing  programs  of  these  schools  varied  somewhat 
in  the  scholastic  aptitude  tests  used  and  in  the  grade  level  when 
given0)  The  common  test  was  the  Test  of  Economic  Understanding.  Dis- 
tribution-statistics appear  in  Table  2 for  the  classes  taking  part  in 
the  full  evaluation.^ 

The  mean  raw  score  on  this  test  ranged  from  about  15  to  about 
22.  While  this  may  not  seem  1 ike  a large  range,  it  did  spread  the 
classes  out  in  an  order  which  agreed  with  other  evidences.  Thus,  for 
example,  group  8 was  a class  composed  largely  of  poorer  students — those 
assigned  to  a civics  course  rather  than  to  more  demanding  courses  which 
the  more  able  students  in  that  school  took  during  the  ninth  grade. 

Groups  3»  4,  and  10,  at  the  other  extreme,  consisted  largely  of  students 
well  above  average  in  scholastic  aptitude  and  oriented  toward  prepara- 
t ion  for  col  lege. 


**For  some  interesting  findings  on  the  Student  Information  Form 
and  the  Stern  Activities  Index,  see  E.  J.  Furst,  "Validity  of  Some 
Objective  Scales  of  Motivation  for  Predicting  Academic  Achievement," 
Educational  and  Psychological  Measurement,  Winter,  1966. 

^The  data  reported  in  this  chapter  apply  only  to  the  classes  of 
the  ten  teachers  who  participated  in  the  full  evaluation.  The  code  num- 
bers for  these  groups  remain  the  same  throughout  this  chapter. 
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Table  2 


Means,  Standard  Deviations  and  Estimates 
of  Reliability  for  Test  of  Economic 
Understanding;  Form  A,  Pretest 


Group 

N 

Mean 

Percent 

of 

Max. 

(50) 

S.D. 

Rel iabi 1 ity 

KR-20 

Odd- 

Even 

1 

43 

17.58 

35 

6.37 

.76 

.77 

2 

30 

16.83 

34 

4.60 

.53 

.20 

3 

27 

21.59 

43 

4.64 

.54 

.60 

4 

21 

21.95 

44 

4.17 

.44 

.36 

5 

32 

20.84 

42 

5.01 

.58 

.51 

6 

21 

17.71 

35 

3.29 

.05 

-.33 

7 

16 

17.37 

35 

6.99 

.81 

.82 

8 

58 

15.21 

30 

3.77 

.30 

.13 

9 

18 

19.17 

38 

5.04 

.62 

.70 

10 

62 

21.94 

44 

5.95 

.71 

.70 

Medians 

29 

18.44 

36 

4.83 

.56 

.56 

Control 

50  ' 

18.65 

37 

5.92 

.71 

.75 
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Table  3 reports  product-moment  coefficients  of  correlation  which 
bear  out  the  assertion  that  the  aforementioned  common  test  may  be  re- 
garded as  a good  test  of  scholastic  aptitude  when  given  prior  to  a 
course  in  ecomonics.  Scores  on  this  test  correlated  highly  with  the 
verbal -symbol ic  variables  shown  in  the  table,  and  in  a rather  able  group 
at  that,  In  which  such  covariation  is  normally  harder  to  obtain. 

Group  10  took  these  two  batteries  during  the  first  week  of  the  ninth 
grade,  just  prior  to  beginning  the  economics  course.  Similar  results 
were  not  available  on  the  other  groups,  except  for  scores  on  a single 
scholastic  aptitude  test  or  battery  given  in  either  the  eighth  or  ninth 
grade.  For  a majority  of  the  other  groups,  the  correlation  between 
scores  on  the  Test  of  Economic  Understanding  and  scores  on  scholastic 
aptitude  was  on  the  order  of  .6  or  better. 
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Table  3 

Correlations  (r)  between  Pretest  Scores  on 
the  Test  of  Economic  Understanding, 

Form  A,  and  Selected  Variables 


Variable  Mean  S.D.  N Sample  £ 


Language  Score,  CTMM, 

1963  S-Form,  Level  4 . . . . 

41.90 

Non- language  Score,  CTMM, 
1963  S-Form,  Level  4 . . . . 

37.13 

Reading  Vocabulary,  CATa  . . 

39.08 

Reading  Comprehension,  CATa 

53.65 

Math.  Reasoning,  CATa  . . . 

44.75 

Math.  Fundamentals,  CATa  . . 

63.03 

Post-test  Score,  Test  of 
Economic  Understanding  . . . 

30.19 

27.65 

26.64 

Grade  in  course  Economics 

7.78 

2.51 

2.63 

Grade-point  average,  8th 
and  1st  semester  of  9th  . . 

2.93 

2.56 

2.72 

8.72 

60 

Group  10 

.69 

6.87 

60 

II 

.49 

9.45 

60 

II 

.69 

12.77 

60 

II 

.80 

7.73 

60 

II 

.67 

10.20 

60 

II 

.69 

5.83 

57 

Group  10 

.77 

6.64 

136 

All  boys*3 

.74 

6.61 

92 

All  girls*3 

.74 

.93 

60 

Group  10 

.72 

.99 

136 

All  boys*3 

.57 

.96 

92 

All  girls*3 

.69 

.74 

60 

Group  10 

.73 

.81 

136 

All  boys*3 

.67 

.82 

92 

All  girls*3 

.68 

California  Achievement  Test,  Complete  Battery,  Advanced,  Form  W, 

1957  ed. 

k Including  cases  with  full  records  from  all  groups  except  2 and  8, 
groups  for  which  course  grades  had  not  been  obtained. 
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Overview  of  Evaluative  Procedures 

As  indicated  in  the  introductory  section,  the  tasks  of  evalu- 
ation correspond  to  a series  of  checks  on  various  aspects  of  the  course. 
Each  check,  or  question  to  be  answered,  requires  one  or  more  evaluative 
procedures.  This  section  of  the  chapter  will  try  to  give  an  overview  of 
these  procedures,  describing  them  briefly  and  indicating  their  function 
in  the  total  evaluation.  The  major  sub-headings  are  as  follows: 

. Criticism  of  Structure  and  Materials 
. Evaluation  of  Teaching 

. Assessment  of  Student  Achievement,  Opinions,  and  Attitudes 

Criticism  of  Structure  and  Materials 
Members  of  the  staff  constituted  the  first  source  of  criticism. 
The  procedure  was  for  them  to  submit  critiques  and  suggestions  concern- 
ing the  explicitness  with  which  the  sequential  nature  of  the  content  was 
presented  and  the  logic  of  the  resulting  structure.  Individual  members 
(Furst,  Jewett,  Maccia,  and  research  assistants)  first  studied  the  ten- 
tative drafts  of  units  prepared  by  the  writing  team  (Lovenstein,  Ribble, 
and  Buchanan).  The  entire  staff  then  met  periodically  to  go  over  the 
criticisms  and  suggestions,  and  to  reach  decisions  about  changes  in  the 

mater ial s . 

In  addition  to  this  internal  criticism,  three  economists  from 
other  universities  were  consulted  on  the  explicitness  and  logic  of  the 
structure  presented  in  the  course.  The  procedure  here  was  to  have  two 
of  the  economists,  James  Calderwood  and  Robert  Darcy,  comment  on  the 
course  structure  at  an  early  point  in  its  development  (May,  196^0  and  to 
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have  E.  S.  Wallace  provide  a written  critique  of  the  structure  as  pre- 
sented in  the  revised  materials  at  the  end  of  the  project  (August,  1966). 

The  cooperating  teachers  also  supplied  the  staff  with  written 
and  oral  comments.  Each  of  these  teachers  was  provided  with  a series  of 
Conwent  Sheets  for  the  learning  situations  in  each  unit  and  a Comment 
Sheet  on  the  unit  as  a whole.  The  teachers  were  asked  to  respond  to 
the  manner  of  presentation  of  the  materials  as  well  as  to  the  specific 
content.  They  were  also  asked  to  comment  upon  sections  of  the  Teacher1 s 
Guide  other  than  the  learning  situations.  These  comments  were  to  be 
both  positive  and  negat ive--for  example,  identification  of  learning 
situations  felt  to  be  particularly  helpful,  or,  on  the  contrary,  partic- 
ularly in  need  of  revision. 

The  students,  for  their  part,  were  also  provided  with  Comment 
Sheets  for  major  groups  of  units.  They  were  asked  to  answer  the  follow- 
ing questions:  (1)  Which  units  (or  unit)  did  you  understand  best?  Why? 

(2)  Which  units  (or  unit)  did  you  find  most  difficult  to  understand? 

Why?  (3)  Which  of  the  units  did  you  most  enjoy  studying?  Why? 

(4)  Which  of  the  units  did  you  least  enjoy  studying?  Why?  (5)  What 
suggestions  would  you  make  for  improving  these  units?  The  emphasis  here 
was  placed  upon  the  "Why?"  part  of  each  question  in  order  to  obtain  more 

detailed  comments. 

Following  the  field-test,  the  staff  held  a conference  with  the 
participating  teachers.  This  follow-up  allowed  for  an  interaction  among 
teachers  and  gave  the  staff  a chance  to  obtain  a consensus  of  opinion 
concerning  recommendations  for  revision.  This  conference  was  held  in 
February,  1966.  Notes  were  taken  during  the  conference,  later 
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transcribed,  and  then  used  for  reference  by  the  staff.  Each  teacher  was 
also  interviewed  twice:  by  the  staff  economist  and  by  the  co-director 

responsible  for  evaluation. 

Having  obtained  the  comments  of  teachers  and  students,  the  staff 
made  brief  summaries  to  describe  the  consensus  of  opinion.  Where  it  was 
generally  felt  that  a learning  situation  should  be  modified,  this  was 
done  in  the  revision.  A later  section  of  thi-  chapter  will  give  further 
detail  on  the  comments,  their  examination,  and  their  use  in  revision. 

Evaluation  of  Teaching 

* The  field-test  gave  an  opportunity  to  check  the  degree  to  which 

teachers  carried  out  the  course  according  to  the  underlying  theory. 

This  check  was  implemented  through  a program  of  classroom  observations 
organized  by  Robert  Ribble.  He  and  three  other  trained  observers  vis- 
ited each  of  the  participating  teachers  five  times  during  the  period 
September  through  December,  1965.  The  observational  team  constructed  a 
device  for  recording  their  individual  ratings  of  selected  teacher  behav- 
iors. The  behaviors  to  be  rated  were  chosen  on  the  basis  of  an  exami- 
nation of  the  prescriptions  given  in  the  curricular  materials.  At  the 
end  of  series  of  observations,  each  observer  summarized  his  ratings  and 
ranked  the  teachers  according  to  adherence  to  the  theory  of  the  course. 
In  addition,  each  observer  wrote  a brief  description  of  each  teacher's 
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style  and  gave  the  basis  for  his  rating  of  the  teacher's  adherence  to 

c 

the  course  prescriptions.0 

Assessment  of  Student  Achievement,  Opinions,  and  Attitudes 

Mention  has  already  been  made  of  the  program  of  pretesting,  and 
so  this  will  not  be  further  mentioned  here.  This  section  will  describe 
other  procedures  used  in  gathering  data  on  the  students  at  various 
points  throughout  the  course,  under  the  following  sub-headings: 

. Tests  Covering  Blocks  of  Units 
. Tests  Given  at  End  of  Course 
. End-of-Course  Questionnaire 
. Possibility  of  Assessing  Certain  Changes 

Tests  covering  blocks  of  units.  It  was  recognized  at  the  outset 
that  the  testing  done  in-course  would  be  an  extremely  important  part  of 
the  total  evaluative  effort.  A good  case  could  be  made  that  it  should 
even  overshadow  any  testing  done  at  the  end.  Indeed,  the  theory  behind 
the  course  would  require  a close  check  on  student  progress,  especially 
on  the  grasp  of  the  unfolding  structure.  Practical  considerations  un- 
fortunately compelled  the  staff  to  abandon  its  early  insistence  upon 
obtaining  extensive  recordings  of  class  sessions  and  of  conducting  ex- 
tensive interviews  and  problem-solving  sessions  with  individual  students. 
Such  refinements  must  await  further  tryouts  of  the  revised  course 
material s . 

%or  a more  detailed  description  of  the  procedures  in  the  obser- 
vational study,  see  Robert  Ribble,  The  Structure-Discovery  Approach  in 
the  Social  Studies,  unpublished  doctoral  dissertation,  The  Ohio  State 
University,  1966. 
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As  a guide  to  this  interim  testing,  and  to  all  testing  done  as  a 
part  of  the  program  of  evaluation,  several  considerations  were  kept  in 
mind.  One  was  to  get  a broad  sampling  of  achievements  rather  than  to 
hold  all  students  to  the  same  questions  and  exercises.  In  other  words, 
parts  of  each  interim  test  consisted  of  sub-sets  of  questions  given  to 
representative  samples  of  each  class.  These  sub-sets  were  confined  to 
the  written  questions  and  exercises,  and  not  applied  to  the  multiple- 
choice.  A second  consideration  was  the  opposite  of  the  first,  and  re- 
quired that  some  instruments  or  parts  of  instruments  be  given  to 
students  so  that  comparisons  could  be  made  within  and  between  classes. 

A third  consideration  was  to  keep  the  testing  within  bounds,  to  avoid 
too  much  formal  testing  which  might  distort  instruction  and  learning. 

Of  course,  the  usual  prescriptions  for  valid  and  reliable  testing  were 

also  kept  in  mind. 

The  general  plan  for  each  interim  test  was  about  as  follows: 
to  devote  about  half  the  period  to  a common  booklet  of  about  20  multiple- 
choice  items,  covering  a block  of  related  units  as,  for  example, 

Units  1-6;  to  devote  some  time  to  a common  written  exercise  or  two;  and 
to  devote  the  remaining  time  to  several  written  exercises  or  questions 
that  would  be  distributed  on  a sampling  basis  to  each  class,  so  that  a 
fraction  of  each  class  would  work  on  only  one  or  two  of  these  further 
questions.  The  multiple-choice  parts  are  exhibited  in  the  first  part 
of  Appendix  C;  the  written  questions  and  exercises,  in  Appendix  D. 

For  Units  1-6,  three  written  questions  were  required  of  all  stu- 
dents. These  questions  were  brief  and  v*re  aimed  at  the  student's  grasp 
of  the  unfolding  structure.  There  were,  however,  some  optional  questions 
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which  the  teacher  could  give  if  time  allowed  and  he  so  desired.  For 
Units  7-11,  parts  a,  b,  and  c of  Exercise  1 were  required  of  all;  then 
the  student  did  either  d,  e,  or  f as  his  booklet  was  so  checked.  For 
this  second  block  of  units,  half  the  students  then  did  Exercise  2 and 
half  did  3;  then  each  student  did  one  of  the  remaining  four  quest ions- 
4,  5,  6,  or  7.  For  the  next  interim  test,  covering  Units  12-1%,  all 
students  did  Exercise  1;  then  each  student  did  one  of  the  remaining  6 

questions  offered--2,  3>  5>  6>  or  7. 

The  staff  prepared  all  of  the  materials,  including  scoring  keys 

and  a special  letter  of  instructions,  which  were  then  mailed  in  advance 
to  the  cooperating  teachers.  As  a rule,  the  teachers  scored  the  multi- 
ple-choice part  and  any  other  exercises  that  lent  themselves  to  objec- 
tive scoring.  The  evaluation  of  written  answers  was  left  optional; 
teachers  could  do  this  if  they  wanted.  But,  in  any  case,  the  written 
answers  were  to  be  returned  promptly  to  the  staff  for  its  own  evaluation, 

together  with  the  answer  sheets  for  the  objective  parts. 

Following  return  of  all  the  materials,  the  mul t iple-choice 
answer  sheets  were  re-scored  either  by  hand  or  by  scoring  machine,  and 
then  subjected  to  a separate  item  analysis  for  each  teacher.  Two  gradu- 
ate assistants  worked  out  guides  for  evaluation  of  the  various  written 
exercises  and  questions,  in  consultation  with  the  evaluator.  The  pro- 
cedure was  to  read  a sample  of  papers,  work  out  a tentative  guide,  reach 
consensus  on  the  final  guide,  and  then  run  a check  on  objectivity  of 
gradint.  It  was  found  relatively  easy  to  achieve  a high  degree  of 
agreement  in  evaluation;  rank-order  coefficients  on  the  order  of  .90 
were  the  rule.  Ordinarily,  the  readers  strove  for  five  levels  of  quality 
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for  each  question  to  be  separately  graded  (i.e.,  0-4  points),  provided 
the  question  lent  itself  to  that  many  levels  and  the  students'  papers 
could  be  discriminated  into  that  many  levels.  An  example  of  such  a 
guide,  complete  with  model  answers,  levels  of  quality,  and  sample  stu- 
dent answers,  appears  in  Appendix  D for  the  so-called  "Special  Written 
Questions."  There,  incidentally,  the  levels  of  quality  were  limited  to 
four  (0-3). 

The  students'  written  answers,  together  with  the  evaluations  of 
the  readers,  provided  the  basis  for  summarization  of  results.  It  was 
thought  more  helpful  and  meaningful  to  go  beyond  mere  statistical  tabu- 
lation and  analysis  of  quality  points  to  the  qualitative  description  of 
performance.  Consequently,  the  two  readers  (one  a graduate  student  in 
Economics,  and  the  other  a secondary  teacher  of  economics  and  graduate 
student  in  Social  Studies  Education)  prepared  over-all  summaries  of 
results  for  each  question,  based  upon  a study  of  what  the  several 
classes  did.  The  assistants  also  tried  to  interpret  these  results  in 
the  light  of  students'  experience  with  the  course  materials.  These  two 
aspects,  namely,  the  over-all  summaries  and  the  interpretive  comments, 
appear  in  the  appropriate  parts  of  Appendix  D. 

Tests  given  at  end  of  course.  As  the  end  of  the  trial  semester 
neared,  it  became  clear  that  the  classes  were  behind  schedule  and  that 
another  interim  test  covering  the  remaining  units  was  out  of  the  ques- 
tion. It  was  also  felt  that  the  desired  outcomes  of  the  remaining  units 
could  be  covered  fairly  well  by  using  instruments  that  normally  would  be 
regarded  as  terminal  tests.  One  such  instrument  was  the  SRA  Test  of 
Economic  Understanding,  for  which  a slot  was  reserved.  Still  another 
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was  the  Special  Written  Questions,  Forms  A,  B,  and  C,  also  given  as  a 
pretest.  In  addition  to  these,  the  staff  developed  a special  twenty- 
item  multiple-choice  test  that  required  the  student  to  relate  economic 
ideas  as  he  was  engaged  in  the  interpretation  of  reading  passages  and 
reports  on  the  American  economy.  This  was  called  “A  Test  of  Interpreta- 
tion of  Reading  Materials  in  Economics. " It  is  exhibited  in  Appendix  C. 

As  to  scheduling,  it  was  suggested  that  each  teacher  give  a 
period  to  the  SRA  test  at  the  end  of  Unit  17  or  at  the  end  of  the  next 
to  last  week  of  the  semester;  that  the  Special  Written  Questions  be 
given  during  part  of  a period  during  the  last  week  or  two  of  the  semes- 
ter; and  that  the  interpretive  test  be  given  during  the  last  week,  upon 
completion  of  Unit  18. 

End-of-course  questionnaire.  One  further  instrument  was  devel- 
oped and  given  at  the  end.  This  was  simply  called  "End-of-Course 
Questionnaire".  It  was  designed  to  get  at  certain  opinions  and  atti- 
tudes students  held  toward  the  course  as  a whole.  The  first  page 
consisted  of  a repetition  of  the  page  from  the  Student  Information  Form 
that  asked  for  ratings  of  certain  possible  outcomes  of  an  economics 
course.  The  second  and  third  pages  asked  for  various  ratings  of  the 
course.  The  remaining  pages  were  more  or  less  experimental,  using  a 
techique  known  as  the  Semantic  Differential,  and  were  intended  to  sample 
the  student's  views  of  economics,  both  as  a subject  and  as  embodied  in 
this  course,  in  relation  to  three  other  subjects  of  presumably  partly 
different  characteristics.  This  instrument  appears  as  Appendix  E* 

Possibility  of  assessing  certain  changes.  Ideally,  for  any  new 
course  or  curriculum,  one  would  hope  to  be  able  to  assess  changes  that 
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the  innovation  has  brought  about  in  students.  The  staff  envisioned  such 
possibilities  and  did  provide  at  least  for  the  early  and  late  adminis- 
tration of  three  instruments:  the  SRA  Test  of  Economic  Understanding, 
the  Special  Written  Questions,  and  the  page  calling  for  ratings  of  out- 
comes of  economics.  Accordingly,  some  fairly  detailed  statistical 
studies  were  made  of  changes  on  groupings  of  items  on  the  SRA  test,  on 
the  separate  questions  of  the  SWQ,  and  on  the  ratings  of  outcomes. 

Criticism  of  Structure  and  Materials 

This  section  of  the  chapter  will  present  samples  of  the  criti- 
cisms made  by  the  economists  consulted,  by  the  participating  teachers 
and  students,  and  by  the  members  of  the  project  staff  concerning  the  ex- 
plicitness and  logic  of  the  structure  and  the  utility  of  the  curricular 
materials  in  the  classroom.  This  section  will  also  indicate  how  these 
criticisms  and  suggestions  were  incorporated  in  the  revision  of  the 
materials . 


Criticism  by  the  Economists 

Both  of  the  economists  consulted  in  the  early  phase  of  the  pre- 
paration of  materials  agreed  that  the  discipline  approach  to  the  con- 
struction of  an  economics  course  as  illustrated  by  the  existing  materials 
was  a worthwhile  endeavor.  In  general  appraisal  of  the  curricular  ap- 
proach, one  of  them  commented,  "Careful  structuring  of  the  discipline  of 
economics  seems  to  me  to  be  an  excellent  way  to  teach  the  subject,  not 
only  in  the  ninth  grade,  but  at  any  and  all  grade  levels." 


While  they  agreed  with  the  general  approach,  the  economists  sug- 
gested ways  in  which  the  sequence  could  be  made  more  explicit.  Forty- 
one  suggestions  of  this  type  were  made.  The  following  examples  illus- 
trate the  nature  of  their  suggestions:  (Page  numbers  in  the  economists' 

comments  refer  to  pagination  of  the  original  materials  before  they  were 
revised.) 

1.  MP.  21  /Unit  2 - Second  Learning  Situation/,  here  is  an  excellent 

opportunity  to  really  drive  home  the  importance  of  technology  as  the 
determinant  of  our  resources  and  give  the  process  and  consequences 
of  technological  progress  their  appropriate  place  in  economic  anal- 
ysis. Resources  are  a function  of  technology:  an  important  economic 

truth." 

2.  "P.  51  /Part  I:  Sequenced  Outline/,  resources  must  first  be  mob i - 

1 ized  into  employment,  then  the  question  of  shifting  arises.  Here 
again  it  is  suggested  that  the  overall  level  of  output  (and  economic 
activity)  might  be  given  separate  treatment.  In  I-C,  you  begin  to 
discuss  demand,  whereas  up  to  this  point,  discussion  centered  on 
wants.  Is  more  explanation  needed?  Mobility  is  an  excellent  point 
to  stress,  and  present  treatment  including  pp.  53-54,  is  very  good." 

3.  "Pp.  61-67  /Unit  4 - Second  Learning  Situation/,  this  would  be  a 
very  good  case  for  students  with  greater  experience  and  maturity, 
but  would  the  language  and  problems  have  full  meaning  for  ninth 
graders?" 

Some  of  the  suggestions  led  to  a revision  of  the  materials.  For 
example,  the  first  two  suggestions  cited  above  resulted  in  appropriate 
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revisions  while  the  third  suggestion  was  Countered  by  the  positive  re- 
sponse of  teachers  and  students  and  no  change  was  deemed  necessary. 

The  consultants  also  made  five  criticisms  of  the  logic  set  forth 
as  the  structure  of  the  course: 

1.  "I  would  like  to  discuss  /the  Sequenced  Outline's./,  slightly  unusual 
approach  of  first  discussing  scarcity  in  terms  of  total  goods  and 
services  rather  than  in  terms  of  the  factors  (Unit  1)  but  then 
switching  to  the  more  usual  approach  of  scarce  factors  (Unit  3). 

The  "unfolding"  is  now:-"Wants--Scarce  Goods  and  Services— Factors". 
Could  we  discuss  the  relative  merits  of  this  as  opposed  to  the  se- 
quence: -"Wants— Goods  and  Serv ices— Factors— Scare i ty ."  As  it  stands 
now,  the  switch  between  Units  1 and  3 could  be  confusing  and  perhaps 
is  unnecessary." 

2.  "in  Unit  5 the  sequenced  outline  says  that  "allocation"  and  "effi- 
ciency" are  often  treated  together  because  they  both  involve  "mov- 
ing" and  "combining"  the  factors;  but  it  does  not  follow  this  ap- 
proach. However,  I think  his  division  between  "What  to  produce", 
"Allocating  the  resourses",  and  "Stimulating  Efficiency"  is  confus- 
ing. The  problem  of  "What  to  produce"  is  one  thing.  The  problem  of 
"How  to  produce  it"  is  another.  The  problem  of  "What  to  produce" 
involves  primarily  the  pattern  of  use  of  scarce  resources  and  how 
these  will  be  moved  from  one  use  to  another.  The  problem  of  "How  to 
produce"  is  one  of  different  factorial  combinations  and  the  search 
for  the  most  efficient  combination.  (This  is  mentioned  in  II-C,  but 
does  not  seem  to  reappear).  The  allocation  mechanism,  however, 
whether  it  be  the  market  or  central  planning,  is  the  approach  to  al 1 
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three  aspects  of  the  central  economic  problem  - "What11,  "How",  and 
"For  Whom."  Logically,-  the  sequence  should  be,  first,  the  need  to 
decide  what  to  produce  (i.e.,  choices  between  different  kinds  of  con- 
sumer  goods,  between  consumer  goods  and  capital  goods,  etc.);  second,  j 

the  need  to  decide  how  to  produce  goods  and  services  (i.e.,  with 
what  combination  of  factors);  third,  the  need  to  decide  how  to  dis- 
tribute the  product;  fourth,  the  various  allocating  mechanisms  avail- 
able for  accomplishing  these  three  objectives  (i.e.,  the  market, 
central  planning,  tradition,  etc.).  Putting  it  another  way,  the  j 

outlines  "What  to  produce"  and  "the  movement  of  the  factors"  (Units 
3 and  4)  are  really  one,  whereas  Unit  5 on  efficiency  is  really 
"How".  "Moving  resources"  is  the  function  of  the  economic  system  as 
it  seeks  to  answer  "What",  "How",  and  "For  Whom"." 

3.  "P.  5,  farm  surpluses  may  be  wanted,  but  effective  demand  for  them 

may  not  exist  as  prevailing  prices.  A basic  decision  must  be  made  8 

also  about  the  overall  level  of  economic  activity;  not  merely  what 

kinds  of  goods  and  services  to  produce,  but  how  much  in  total.  If 

it  is  useful  to  treat  #2  and  #3  separately,  a strong  case  can  be 

made  for  treating  what  and  how  much  in  total  separately." 

4.  "Perhaps  Unit  3 would  be  a good  place  to  discuss  more  fully  the 
question  of  what  kinds  of  consumer  goods  are  wanted  and  demanded, 
and  why  wants  and  effective  demand  differ  for  different  consumer 
units." 

5.  "Unit  6,  it  seems  to  me,  does  not  really  get  down  to  the  real  prob- 
lem, which  in  our  economy  is  the  pricing  of  the  factors  In  factor 
markets.  The  whole  idea  of  the  market  is  downgraded  here  and  leads 
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me  to  an  important  question.  /Will  the  outline/  discuss  the  market 
mechanism  in  detail  in  Unit  16?  If  so,  I'd  like  to  talk  some  more 
about  the  wisdom  of  relegating  it  there  rather  than  relating  it  to 
the  basic  economic  problem  in  the  first  six  units." 

The  five  criticisms  of  the  logic  incorporated  in  the  structure 
stemmed  from  the  alternative  notions  of  structure  held  by  the  economists. 
Since  action  on  their  comments  would  have  entailed  drastic  changes  in 
the  existing  structure  and  since  the  staff  agreed  that  the  original 
structure  was  adequate,  the  five  preceding  comments  did  not  lead  to 
changes  in  the  structure. 

Criticism  by  the  Staff 

During  the  first  two  years  of  the  project,  staff  meetings  were 
devoted  periodically  to  discussions  of  both  the  format  and  the  content 
of  the  developing  materials.  For  example,  the  original  format  prepared 
by  the  economics  team  called  for  the  inclusion  of  occasional  learning 
situations  designed  as  reviews  of  previous  materials.  The  staff  decided 
that  such  reviews  ran  counter  to  the  idea  of  sequential  unfolding.  Each 
new  situation  was  to  be  1 inked  to  previous  situations  thus  obviating  the 

need  for  review. 

A second  criticism  was  that  the  learning  situations  required  a 
greater  sophistication  in  mathematics  than  could  perhaps  be  expected  of 
ninth  graders.  The  staff  decided  that  rather  than  make  a premature 
judgment  as  to  the  mathematical  abilities  of  ninth  graders,  a final 
judgment  would  be  made  after  the  field  test.  The  research  associates, 
however,  did  consult  with  ninth-grade  mathematics  teachers  and  attempted 
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to  remain  within  the  limits  which  these  teachers  suggested  in  the  fur- 
ther development  of  the  materials. 

Early  in  the  development  of  the  materials,  each  learning  situa- 
tion was  viewed  as  a separate  daily  lesson  until  staff  criticism  and 
discussion  indicated  that  such  a view  neglected  not  only  the  variation 
in  the  length  of  the  learning  situations,  but  also  failed  to  recognize 
student  and  teacher  differences.  Consequently,  no  time  restrictions 
were  placed  on  the  learning  situations. 

Criticism  by  Teachers 

The  following  are  samples  of  teachers  comments  which  were  con- 
sidered by  the  staff. 

Sample  1 

Comments  on  Unit  2’ 

"I  would  suggest  an  additional  problem  for  students  who  need 
more  practice." 

"The  question  of  how  to  relate  marginalism  to  the  various  units 
is  always  difficult.  To  what  extent  should  the  teacher  use  it  in  class 
and  what  desired  learning  should  result  concerning  marginalism?" 
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ii I spent  time  on  using  the  model  below  to  show  income  created 
and  that  the  flows  are  circular  and  continuous.  To  me  this  shows  the 
above  points  more  clearly  than  the  diagram  used."’'* 


F.O.P. 


N 


Payment 


Payment 


G & S 


"When  starting  a new  unit  the  tendency  is  to  emphasize  a break 
and  it  is  therefore  hard  to  show  relationship  between  Units  3 - 6 and  7. 
Flows  are  putting  into  action  of  decisions  made  in  3 ” 6." 

Comments  on  Learning  Situation  1 > Unit  _Z_: 

"This  situation  worked  very  well  and  students  could  follow  it 
without  a great  deal  of  trouble." 

Comments  on  Learning  Situation  2 , Unit  _j_: 

"The  idea  of  double  counting  did  not  cause  too  much  trouble  in 
this  unit,  but  was  mentioned  by  students  in  later  units  when  it  didn  t 
apply.  The  idea  of  inventory  and  how  to  figure  it  in  social  accounting 

system  was  also  troublesome." 

Comments  on  Learning  Situation  3 > Unit 
None. 


*ln  the  diagram,  F.O.P.  = Factors  of  Production,  G & S = Goods 
and  Services,  P = Producers,  and  C = Consumers.  See  Chapter  Three 
page  232  of  the  Teacher's  Guide  and  page  596  of  the  Student  Materials 
for  the  learning  situation  which  was  developed  in  response  to  this 


comment . 
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Sample  2 

Comments  on  Learning  Situation  1 , Unit  1 3 : 

"This  situation  has  the  same  disadvantages  that  I thought  you 
were  trying  to  stay  away  from  reading  and  lecturing.  I think  one  or  two 
discovery  type  situations  might  work  better." 

"As  a homework  assignment,  I gave  the  students  11  questions  to 
answer  based  on  the  reading." 

Comments  on  Learning  Situation  2 , Unit  1 3 : 

"Again,  I must  say  that  while  the  reading  selection  is  a good 
one,  this  type  of  learning  activity  does  not  produce  the  best  results  - 
in  my  opinion.  The  diagram  on  p.  135  is  very  good  but  I think  it  should 
be  earlier  in  the  reading  so  that  the  students  might  have  an  "overview" 
of  what  they  are  reading  about.  As  with  the  previous  situation,  I pre- 
pared a list  of  questions  based  on  the  reading  which  the  students 
answered  for  homework." 

Comments  on  Learning  Situation  3 , Unit  13  : 

"The  Federal  Reserve  Board's  decision  to  raise  the  rediscount 
rate  was  made  while  we  were  studying  this  unit  and  it  fit  in  very  nicely 
with  our  study." 

"I  do  not  really  think  that  the  students  will  remember  for  long 
the  various  details  involved  in  "easy"  and  "tight"  money  policies,  but 
at  least  they  will  "always (?)"  have  some  idea  of  what  is  meant  by  these 
terms  and  others  studied  in  this  unit." 

Comments  on  Unit  1 3 : 

"Nothing  additional  to  add." 


Sample  3 

Comments  on  Unit  15  : 

"I  feel  this  unit  marked  the  reversal  of  a trend  toward  boredom 
for  the  students.  During  the  last  few  units  I felt  the  students  were 
becoming  tired  of  the  subject,  but  I think  they  have  regained  interest 
now.  The  stories  are  good  introductions  to  the  main  ideas,  but  I sug- 
gest that  varied,  methods  of  presentation  be  used." 

"I  question  the  note  on  p.  337  /original  materials,/  concerning 
the  comparison  of  the  U.  S.  and  Communist  economic  systems.  Why  not  do 
this  in  this  unit?  Many  students  have  an  inadequate  understanding  of 
the  economic  differences  and  I think  it  should  be  taught  and  this  seemed 
an  appropriate  time.  To  not  teach  it  is  to  assume  that  someone  else 
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w j 1 1 --and  this  is  not  always  true.  This,  of  course,  must  be  decided 
by  the  individual  teacher,  and  does  not  have  to  be  included  in  the  mate- 
rials." 

Comments  on  Learning  Situation  1 , Unit  15: 

"The  students  enjoyed  the  story  "Saxon  Security"  and  by  use  of 
the  questions  following  it,  they  gained  an  adequate  understand  ing  of 
what  is  meant  by  a traditional  economy.  They  were  able  to  determine 
many  of  the  characteristics  of  it--barter  system,  distrust  of  others, 
independence,  etc." 

Comments  on  Learning  Situation  2 , Unit  15  . : 

"This  situation  seemed  to  work  very  well.  The  students  enjoyed 
the  story  and  were  able  to  pick  out  most  of  the  differences  between  a 
traditional  and  market  economy.  At  the  end  of  each  situation,  I ask  the 
students  to  define  in  their  words  what  is  meant  by  a traditional  econ- 
omy, market  economy,  etc." 

Comments  on  Learning  Situation  3 , Unit  1 5 : 

"Rather  than  have  the  students  read  the  story,  I had  it  present- 
ed as  a radio  program  with  a narrator.  This  seems  to  work  better  than 
merely  reading.  I erred  in  not  assigning  it  ahead  of  time,  however,  and 
some  students  had  trouble  reading  their  parts.  I feel  that  from  the 
story  and  questions  the  students  got  a pretty  good  idea  of  what  is  meant 
by  a planned  economy." 

The  content  and  form  of  the  teacher  comments  did  not  permit  a 
systematic  tabulation  of  teacher  criticisms  and  suggestions.  The  staff 
decided  that  individual  written  comments  by  the  teachers  had  to  be  re- 
lated to  the  students'  reactions  and  the  oral  comments  made  by  the 
teachers  at  the  Follow-up  Conference.  The  synthesis  of  all  the  comments 
and  consequent  judgments  about  the  revision  of  the  materials  remained  a 
staff  responsibility. 

In  the  samples  given  above,  the  first  two  illustrate  written 
comments  which  led  to  a modification  of  the  learning  situations  in  Units 
7 and  13.  The  learning  situations  in  both  units  were  entirely  reorgan- 
ized. In  Unit  7,  the  First  Situation  was  redesigned  to  provide  a more 
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prominent  integration  of  the  concepts  of  scarcity  (Units  1-6)  and  an  un- 
folding of  scarcity  as  an  introduction  to  the  conception  of  the  circular 

and  continuous  nature  of  the  flows. 

In  Unit  13,  the  consensus  of  teacher  comments  illustrated  by  the 

second  sample  resulted  in  the  development  by  the  staff  of  non-didactic 

j, 

materials.  Learning  situations  were  provided  which  gave  an  opportunity 
for  student  involvement  in  the  examination  of  the  relevant  concepts. 

The  third  sample  illustrates  a comment  which  did  not  lead  to 
modification  of  the  materials.  The  comments  suggest  that  this  unit 
should  perhaps  be  expanded  to  include  a more  detailed  comparison  of  the 
U.  S.  economy  with  the  economic  systems  prevailing  in  communist  soci- 
eties. The  staff  felt  that  Unit  15  was  not  the  appropriate  place  for 
this  comparison  because  the  discussion  of  markets  in  Unit  16  and  the 
discussion  of  the  role  of  government  in  Unit  17  were  deemed  as  prereq- 
uisites for  such  a comparison. 

Criticism  by  the  Teachers  at  the  Follow-up  Conference 
The  conference  between  the  members  of  the  project  staff  and  the 
teachers  who  participated  in  the  field-test  of  the  project  materials 
provided  an  opportunity  for  the  staff  members  to  explore  the  teacher's 
reactions  in  greater  depth  than  the  written  comments  allowed.  Further- 
more, the  fact  that  the  teachers  had  completed  the  course,  put  them  in  a 
position  to  re-evaluate  their  earlier  comments  in  the  light  of  total 
perspective  of  the  course.  The  following  are  a representative  sample  of 
the  comments  made  at  the  conference: 


1.  "Some  learning  situations  were  effective,  some  were  not.  Students 
did  not  like  fantasy  stories  - they  are  too  mature.  Realistic 
stories  were  better  accepted.  1 Economica'  story  was  not  well  re- 
ceived. It  would  be  better  to  use  an  isolated  community,  not  anoth- 
er planet." 

2.  "Why  is  the  second  20-year  period  necessary  in  Unit  3?  Situation  2, 

Unit  3 is  extremely  compl icated." 

3.  "Unit  11  was  okay.  The  money  units  had  too  much  narrative  and  too 
much  material.  The  group  was  not  challenged  or  interested." 

"Unit  12  was  difficult.  Maybe  a skit  would  help  because  the  creating 
and  expanding  of  money  was  not  well  presented." 

"Unit  13  is  above  the  students  and  has  no  participation  opportuni- 
ties. What  is  needed  is  student  involvement  in  Money  and  Banking." 
b.  "The  Solar-Furnace  Co.  skit  (Unit  4)  should  be  written  by  the  stu- 
dents. Situational  descriptions  could  be  given,  but  students  should 
write  the  play.  Teachers  would  need  guide  lines  for  dramatizing 
economic  concepts." 

5.  "There  is  a need  for  a model  budget  in  Unit  6.  The  information  is 
needed  for  the  teacher  to  help  discussion." 

6.  "The  students  need  some  over-all  view  of  the  sequence  of  the  course. 

Perhaps  a set  of  charts  would  help.  A summary  or  introduction  to 
show  the  linkage  approach  would  help  students  - a preview  or  a re- 

■ 

view.  Perhaps  this  should  be  placed  at  the  beginning  of  each  of  the 


three  sections." 

Comments  1,  2,  and  3 were  responsible  for  fundamental  changes  in 
the  format  and  manner  of  presentation  of  Units  3>  7>  11>  12,  and  13. 
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Comment  k illustrates  the  notion  that  has  been  stressed  through- 
out the  development  of  the  materials.  They  are  not  presented  as  the 
final  word  in  economics  education  - teachers  are  expected  and  encouraged 
to  adapt  and  modify  the  materials  to  their  own  needs  - the  only  stipu- 
lation is  that  the  structure-discovery  approach  be  preserved. 

Comment  5 was  not  acted  upon  because  it  would  eliminate  the 
opportunity  for  students  to  examine  fully  the  concepts  involved. 

Comment  6 led  to  a greater  emphasis  upon  the  use  of  the  charts 
illustrating  the  sequential  unfolding  of  the  course  structure. 

Criticism  by  the  Students 

The  wide  range  of  the  student  comments  (from  one  word  answers  to 
sophisticated  insights)  prevented  the  development  of  any  rigorous  tabu- 
lation of  opinions.  In  addition  to  contradictory  statements  between 
different  students,  there  was  also  some  contradiction  within  statements 
made  by  the  same  person.  However,  student  comments  were  used  as  an 
additional  scarce  of  information  and  tended  to  complement  those  teacher 
comments  which  were  given  serious  consideration  in  the  revision  of  mate- 
rials. For  instance,  consulting  the  student  comments  on  Units  3,  5»  7» 
12,  and  13,  reinforced  the  teacher  observations  that  these  units  needed 


thoroughgoing  revision. 
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The  following  verbatim  samples  are  illustrative  of  the  student 


comments : 

Conments  on  the  Economics  Course  (Units  1-6) 

Student  A 

1.  Which  units  (or  unit)  did  you  understand  best?  Why? 

"I  understood  Units  1 and  3 best.  Unit  1 because  it  did  not 
have  many  terms  and  complications.  Unit  3 because  I enjoyed  it. 

2.  Which  units  (or  unit)  did  you  find  most  difficult  to  understand? 
Why? 

"I  found  Unit  k most  difficult  because  there  were  many  defi- 
nitions  to  learn." 

3.  Which  of  the  units  did  you  most  enjoy  studying?  Why? 

"I  enjoyed  studying  Unit  3 because  1 like  to  use  figures 
and  statistics." 

k.  Which  of  the  units  did  you  least  enjoy  studying?  Why? 

"I  did  not  enjoy  studying  Unit  1 because  I thought  it  was  to 
easy.  The  examples  were  not  really  necessary." 

5.  What  suggestions  would  you  make  for  improving  these  units  to 
make  them  both  more  understandable  and  more  interesting. 

"I  would  suggest  more  places  for  students  to  do  things  such 
as  in  Unit  3 and  some  in  Unit  6." 

Student  B 

1.  Which  units  (or  unit)  did  you  understand  best?  Why? 

"1,  2,  4,  5." 

"Because  they  were  not  all  numbers,  & it  was  easier  to  un- 
derstand them  since  they  were  in  a story  form  & it  was  put  in  a 
way  that  I could  understand  it." 

2.  Which  units  (or  unit)  did  you  find  n*>st  difficult  to  understand? 
Why? 


II 


3,  6. 


II 
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“Because  in  unit  3>  you  had  to  jump  from  one  end  of  the  unit 
to  the  other  to  figure  your  answers  out  & there  were  so  many 
figures. 

“Unit  6 was  hard  because  you  had  to  figure  out  things  that 
you  see  every  day,  but  which  you  never  really  notice  & it's  hard 
to  remember.  The  work  is  getting  harder." 

3.  Which  of  the  units  did  you  most  enjoy  studying?  Why? 

“Unit  4." 

“Unit  4 was  interesting  & it  held  my  interest.  It  was  in  a 
play  form  at  the  end  & when  you  act  it  out  it  was  so  much  easier 
to  understand." 

4.  Which  of  the  units  did  you  least  enjoy  studying?  Why? 

“Unit  6 & 3." 

“Because  unit  3 was  just  a bunch  of  numbers,  which  was  hard 
to  figure  out.  Unit  3 didn't  hold  my  interest. 

“Unit  6 wasn't  very  interesting  & it  was  hard  to  understand." 

5.  What  suggestions  would  you  make  for  improving  these  units  to 
make  them  both  more  understandable  and  more  interesting? 

“If  they  were  put  in  the  simplest  form  to  understand,  and 
not  making  you  go  from  one  end  of  the  unit  to  the  other  to  get 
your  answers  especially  if  you  don't  know  where  to  get  your 
answers . 

“It  should  be  in  the  simplest  forms  because  if  it  is  to  hard 
to  understand,  and  I know  that  I loose  my  interest  just  as  others 
do,  because  we  just  get  lost,  and  once  you're  lost  you  don't 
care  anymore. 

“So  I think  to  put  it  in  the  easiest  form  as  you  can,  which 
is  still  a little  hard  for  us,  we  want  to  try  and  jump  up  and 
reach  for  our  answers,  were  we  know  that  if  we  try  hard  we'll 
get  some  where,  and  not  be  left  in  outer  space." 

Comments  on  the  Economics  Course  (Units  7“ 14) 

Student  C 

1.  Which  units  (or  unit)  did  you  understand  best?  Why? 

“Unit  8 - al 1 points  were  clarified  (formula  for  Adjusted 
GNP  had  best  be  put  in  next  time,  though).  Very  little  was  too 
deep  to  understand." 
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2 Which  units  (or  unit)  did  you  find  most  difficult  to  understand? 
Why? 

"Unit  11  - pplll-114  - explanations  of  the  multiplier  were 
too  involved.  An  outright  definition  would  help  greatly  - any 
main  points  are  too  well  disguised  to  pick  out. 

"Unit  13  - pp 131-1 38  - complicated  explanations  are  worth- 
less (e.g.  - pi  36  para.  2):  if  it  needs  to  be  this  complicated 
to  explain,  leave  it  out  - it  does  no  good,  anyway" 

3.  Which  of  the  units  did  you  most  enjoy  studying?  Why? 

"Unit  14  - the  second  situation  (the  first  as  far  as  reading 
is  concerned)  began  as  a welcome  change  from  the  argot  of  econom- 
ics. No  muddy  ideas  - rather  a simple  situation  that  could  help 
one  relate  economics  to  everyday  life.  Material  that  followed 
did  so  in  a logical  sequence  with  no  involved  concepts 


4.  Which  of  the  units  did  you  least  enjoy  studying?  Why? 


"Unit  13  - terribly  difficult  to  understand  ( 
explanations  gave  it  almost  no  meaning,  abstracts 
enough  to  understand,  anyway." 


see  2.)  - the 
are  difficult 


5 What  suggestions  would  you  make  for  improving  these  units  to 
make  them  both  more  understandable  and  more  interesting? 


"Many  more  simple  explanations,  especially  on  abstracts.. 
Relate  them  to  everyday  situations,  if  possible.  Some  compli- 
cated points  are  better  omitted.  Style  of  writing  is  good;  no 
changes  here,  please.  More  diagrams  to  explain  abstracts  (Unit 
13)  would  be  helpful.  Cultivate  lucidity  at  all  times. 


Student  D 

1.  Which  units  (or  unit)  did  you  understand  best?  Why? 

"1  understood  unit  7 the  best.  It  easily  shows  the  idea  of 
flows.  And  explains  value-added  good  by  going  thru  each  step. 

2.  Which  units  (or  unit)  did  you  find  most  difficult  to  understand? 
Why? 

"Unit  13  was  the  unit  that  I found  was  most  difficult  to 
understand.  The  Federal  Reserve  system  is  very  hard  to  teach  to 
ninth  grader  and  I think  some  more  work  should  be  done  on  this 

chapter." 


3. 
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Which  of  the  units  did  you  most  enjoy  studying?  Why? 

"I  enjoyed  studing  unit  13  the  most.  I liked  studying  our 
money  system  and  how  it  operates." 

4.  Which  of  the  units  did  you  least  enjoy  studying?  Why? 

"Unit  seven  was  the  unit  I least  enjoyed  studying.  I think 
that  it  was  made  to  easy  for  a ninth  grader  and  thus  it  was 
boring." 

5.  What  suggestions  would  you  make  for  improving  these  units  to 
make  them  both  more  understandable  and  more  interesting? 

"My  suggestion  is  to  make  unit  seven  harder  and  unit  13  a 
little  easier.  I am  not  saying  these  chapters  should  be  thrown 
out,  just  made  more  efficient." 

Comments  on  the  Economics  Course  (Units  15-18) 

Student  E 

1.  Which  units  (or  unit)  did  you  understand  best?  Why? 

"I .understood  all  of  them  about  equally  well,  although  unit 
15  was  the  best  one." 

2.  Which  units  (or  unit)  did  you  find  most  difficult  to  understand? 
Why? 

"None  of  them  were  difficult  to  understand,  but  I still 
don't  see  why,  in  unit  1 6,  statement  no.  12  on  pg.  165  goes  under 
the  question  what  to  produce,  because  it  says  that  it  has  no 
bearing  on  it.  It  isn't  taken  into  consideration,  so  why  put  it 
under  that  question?" 

3.  Which  of  the  units  did  you  most  enjoy  studying?  Why? 

"Unit  15  - I liked  the  stories  & the  discussion  about  it." 

4.  Which  of  the  units  did  you  least  enjoy  studying?  Why? 

"I  didn't  LEAST  enjoy  any  of  them.  1 6,  1 7>  & 18  were  just 
units  - nothing  special  or  outstanding.  They  were  ok,  but  not 
some  of  the  best." 

5.  What  suggestions  would  you  make  for  improving  these  units  to 
make  them  both  more  understandable  and  more  interesting? 

"Your  little  skit  between  John  & Ivan  in  unit  17  could  have 
been  a lot  better.  It  was  kind  of  dumb  and  dull. 
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1 'And  one  thing  wrong  with  this  course  is  the  use  of 
gobblytigook  - big,  confusing  words  that  could  be  cut  out.  When 
Mr.  Thompson  read  us  your  definition  of  one  of  the  problems  in 
unit  181  You  could  have  taken  all  those  fancy  words,  and  summed 
it  up  in  a few  simple  ones.  Remember,  you're  not  talking  to  the 
government,  or  even  adults,  you're  talking  to  teenage  kids. 

Student  F 

1.  Which  units  (or  unit)  did  you  understand  best?  Why? 

"Unit  18  - it  dealt  with  problems  in  which  we  have  had  some 
background  and  it  was  something  that  appears  in  the  paper  etc." 

2.  Which  units  (or  unit)  did  you  find  most  difficult  to  understand? 
Why? 

"Unit  16  - I didn't  understand  the  part  where  we  had  to  label 
M or  P for  market  or  planned  and  since  I didn't  understand  it  I 
must  not  of  understood  the  operations  well  enough" 

3.  Which  of  the  units  did  you  most  enjoy  studying?  Why? 

"Unit  17  - because  it  not  only  told  what  the  problems  were 
but  showed  a lot  of  the  acts  that  had  been  passed  to  correct  the 
problem  and  in  which  of  3 areas  it  could  be  placed  (equity, 

etc.)11 

4.  Which  of  the  units  did  you  least  enjoy  studying?  Why? 

"Unit  15  - because  there  wasn't  too  much  material  to  cover 
and  the  same  thing  was  said  over  and  over  again  (Boring)" 

5.  What  suggestions  would  you  make  for  improving  these  units  to 
make  them  both  more  understandable  and  more  interesting? 

"I  would  not  only  state  the  problems  and  solutions  being 
worked  on  but  go  into  a little  detail  on  acts  passed  for  correc- 
tion of  problem  (such  as  #17)" 
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Evaluation  of  Teach ing? 

t 

To  what  extent  did  the  cooperating  teachers  adhere  to  the  pre- 
scriptions  for  structuring  and  discovering  inherent  in  this  discipline- 
centered  course?  An  answer  to  this  question  was  sought  in  the  obser- 
vational study  previously  mentioned.  This  study  rested  upon  the 
following  assumptions: 

1.  It  is  possible  to  observe  a pattern  of  classroom  behavior 
over  a reasonable  length  of  time  (250  minutes)  and  number  of  observations 
(5)  which  will  typify  the  total  pattern  of  the  classroom  behavior. 

2.  The  teacher's  pattern  of  behavior  determines  the  general 
pattern  of  classroom  behavior. 

3.  The  presence  of  observers  in  the  classroom  will  not  appreci- 
ably distort  the  classroom  behavior. 

4.  Despite  the  structuring  of  the  materials  for  the  course, 
freedom  for  important  differences  in  classroom  behavior  exists. 

As  an  aid  to  observation  and  recording,  the  team  built  a grid 
which  linked  the  two  relevant  kinds  of  behavior.  The  grid  served  to 
focus  the  observer's  attention  on  specific  parts  of  the  lesson.  Observ- 
ers were  instructed  to  record  only  the  teaching  strategies  used  in 
connection  with  the  categories  on  structure. 

Each  learning  situation  in  the  materials  introduced  at  least  one 
new  concept  and  expanded  at  least  one  of  the  previous  concepts  studied. 
This  expansion  of  a previous  concept  or  concepts  in  turn  resulted  in  an 

?Th  is  section  is  largely  an  abridgment  of  the  exposition  in 
Ribble,  op.  cit. 
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expansion  of  other  concepts  previously  studied.  Obviously,  each  lesson 
could  not  include  a recapitulation  of  the  entire  structure,  but  some 
evidence  of  linking  the  lesson  concepts  to  those  of  the  previous  learn- 
ing situations  should  be  present  in  a course  that  aims  at  the  discovery 
of  structure.  Furthermore,  if  the  concepts  of  a given  lesson  are  to  be 
expanded  in  future  learning  situations,  these  concepts  must  be  given 
explicit  formulation  at  the  highest  level  of  sophistication  possible  at 
that  point  in  the  course.  This  line  of  reasoning  led  to  the  selection 
of  the  three  categories  on  the  structural  dimension. 

The  prescriptions  given  by  the  Project  materials  for  discovery 
were  imbedded  in  the  definition  of  discussion  given  to  the  observers. 

This  allowed  less  ambiguous  definitions  of  each  of  the  teaching  strat- 
egies and  allowed  the  observers  to  record  the  frequency  of  each  strategy 
in  connection  with  the  categories  of  structure  rather  than  an  over-all 

judgment  of  the  pervasive  strategy. 

Figure  1 illustrates  the  grid  and  an  example  of  the  scoring  that 
recorded  an  observation  of  a class.  An  explanation  of  the  scoring  will 
provide  a context  for  defining  the  two  dimensions  of  the  grid  and  a 

description  of  the  recording  procedure. 

On  the  dimension  of  structure,  three  categories  are  specified. 
The  first  records  the  number  of  new  concepts  from  the  current  learning 
situation  that  were  introduced.  The  crossed  check  marks  (vX)  in  this 
category  in  Figure  1 indicate  that  Mr.  Jones  (a  fictitious  name)  and  his 
class  initiated  and  examined  an  explicit  statement  of  two  concepts  from 
the  learning  situation  currently  being  studied.  In  other  words,  two  new 
propositions  were  stated  and  examined.  The  single  crossed  check  mark  in 
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Figure  1 


A Grid  for  Recording  the  Degree  of  Adherence 
to  the  Structure-Discovery  Approach 
Observed  in  a Classroom 


Teaching 

' — - — ^Strategy 

Structure  " ' — ~ 

Exposition 

Recitation 

Discussion 

Category  I 
Concepts  of  the 
learning  situation  were 
made  expl ici t 

x X 

yy 

y 

Category  II 

Linkages  of  the  situa- 
tion concepts  to  the 
concepts  of  the  previ- 
ous learning  situation 
were  made  explicit 

X 

/ 

y 

Category  III 
Relationships  of  the 
situation  concepts  to 
the  concepts  of  a unit 
in  the  previous  struc- 
| ture  were  made  explicit 

X / 

| 

yy 

y 

Teacher's  Name  Mr.  Jones 

Observer's  Name 

Mr.  Ribble 

Date 


November  4,  19o5 


Comments:  The  teacher's  examination  of  one  of  the  new  concepts  led  to 

a student-originated  dispute  of  his  exposition.  The  teacher 
switched  from  exposition  to  discussion. 
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the  second  category  indicates  that  Mr.  Jones  and  his  class  linked  at 
least  one  new  concept  with  one  concept  from  the  previous  learning  situ- 
ation. That  is  to  say,  one  linkage-proposition  was  initiated  and 
examined.  The  crossed  check  mark  in  the  third  category  of  structure 
indicates  that  Mr.  Jones  and  his  class  examined  the  relationship  between 
one  new  concept  and  the  previous  structure.  In  other  words,  a propo- 
sition was  stated  and  examined  that  related  one  new  concept  to  at  least 
one  concept  from  a previous  unit  in  the  materials.  The  uncrossed  check 
mark  indicates  that  a second  concept  of  this  kind  was  introduced  but  not 
examined. 

The  distinction  between  the  second  and  third  categories  was 
often  blurred  in  meaning,  if  not  in  scoring.  If  the  observers  were 
watching  a class  that  was  studying  the  first  learning  situation  in  a 
unit,  the  propositions  of  relationship,  kf  any,  had  to  be  in  category 
three.  If,  on  the  other  hand,  the  class  was  studying  the  third  situa- 
tion in  a unit  that  contained  five,  the  probability  of  category  II  pro- 
positions was  greater  than  that  of  category  III.  Since  the  observations 
of  the  ten  classes  were  made  at  random,  the  variable  stated  above  was 
not  controlled.  The  observers  continued  to  use  the  three  categories  for 
recording,  but  the  line  between  the  second  and  third  ceased  to  have  the 
original  significance  for  interpretation. 

The  dimension  labelled  "Teaching  Strategy"  contained  three  cate- 
gories defined  as  follows: 

Expos  ? t ion  is  a teaching  strategy  in  which  a teacher,  a guest 
speaker,  a text,  or  an  audio-visual  device  tells  the  students  the 
results  of  an  examination  of  a concept. 
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Rec itat ion  is  a teaching  strategy  in  which  exposition  is  foiiowed 
by  a question-answer  period  where  the  students  are  expected  to  restate 
the  resuits  of  an  "authority's"  examination  of  a concept. 

D i scuss ion  is  a teaching  strategy  in  which  students  are  actively 
engaged  in  the  formulation  and  reflective  examination  of  a concept. 

One  other  category  was  seriously  considered  - individual  study. 
The  difficulty  with  this  category  was  that  until  the  fruits  of  individ- 
ual study  are  communicated,  the  observers  have  no  way  of  knowing  whether 
a reflective  examination  of  a concept  has  taken  place.  Nevertheless,  an 
operational  definition  of  the  structure-discovery  approach  should  include 
individual  study  as  a possible  behavioral  characteristic. 

The  scoring  of  the  dimension  of  teaching  strategy  on  the  grid  is 
almost  self-explanatory.  Returning  to  the  hypothetical  classroom  of 
Mr.  Jones,  Figure  1 shows  that  exposition  was  used  twice  and  discussion 
once  in  the  course  of  examining  the  two  concepts  of  the  current  learning 
situation.  Exposition  and  recitation  were  both  used  in  the  process  of 
examining  the  one  linkage  concept  that  was  introduced.  The  teaching 
strategies  used  to  examine  one  relationship  of  a new  concept  with  a con- 
cept from  a previous  unit  in  the  structure,  and  to  initiate  another 
similar  relationship,  were  recitation  and  discussion. 

Ribble  developed  the  grid  on  the  basis  of  the  following  opera- 
tional definition:  The  use  of  the  structure-discovery  approach  is 

characterized  bv  abundant  opportunities  for  the  students  to  engage  in 
discussions  and  individual  studies  that  promote  the  formulation  of  a set 
of  related  concepts  within  the  structure  of  a discipline  and  an  examin- 
ation of  the  grounds  that  support  them. 
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While  the  observer’s  judgments  recorded  on  the  grid  gave  some 
indication  of  the  observed  relationship  between  structure  and  teaching 
strateg ies,  one  could  not  tell  from  looking  at  a scored  grid  how  to 
weigh  the  evidence  of  reflective  discussion  against  the  evidence  of 
attention  to  structure.  For  example,  consider  the  grids  on  the  follow- 
ing two  pages.  Which  classroom,  according  to  the  observer's  judgments 
recorded  on  the  grids,  shows  the  higher  degree  of  adherence  to  the 
structure-discovery  approach?  One  solution  would  be  to  disregard  all 
the  concepts  presented  by  Mr.  Hamilton  through  exposition  and  recitation. 
In  this  case,  Mr.  Lukas  appears  to  be  adhering  to  the  approach  twice  as 
much  as  Mr.  Hamilton.  On  the  other  hand,  Mr.  Lukas  ignored  the  linkage 
of  the  new  concepts  (second  situation  in  Unit  nine  of  the  materials) 
with  those  of  the  previous  situation  and  chose  instead  to  relate  the  new 
concepts  to  the  concepts  of  Unit  eight.  What  weight  should  be  given  to 
this  omission  in  making  a comparison  of  the  two  teachers?  Note  the 
switch  from  comparing  classrooms  to  comparing  teachers  that  has  taken 
place  with  this  last  question.  The  observation  of  classrooms  convinced 
the  observational  team  that  although  student  behaviors  may  influence  a 
teacher's  choice  of  strategy,  the  important  fact  is  that  the  teacher 
does  make  the  choice. 

The  operational  definition  did  not  rule  out  the  use  of  expo- 
sition and  recitation  from  the  structure-discovery  oriented  classroom. 

It  did  state  that  "abundant  opportunities  for  the  students  to  engage  in 
discussions  and  individual  studies"  should  be  evidenced.  How  often  must 
these  strategies  be  used  before  one  could  say  they  have  been  abundantly 
used?  One  could  define  abundance  as  a frequency:  Abundant  use  of 
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Figure  2 

A Grid  for  Recording  the  Degree  o*  Adherence 
to  the  Structure-Discovery  Approach 
Observed  in  a Classroom 
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Linkages  of  the  situa- 
tion concepts  to  the 
concepts  of  the  previ- 
ous learning  situation 
were  made  explicit 
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✓✓ 

Category  III 
Relationships  of  the 
situation  concepts  to 
the  concepts  of  a unit 
in  the  previous  struc- 
ture were  made  explicit 
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Teacher's  Name  Mr.  Lukas  Observer's  Name  Mr.  Ribble 


Date  November  15,  1965 Unit  9 Situation  2 

Comments:  Discussion  of  the  implications  of  previous  concepts  was  used 

to  create  the  setting  for  the  new  learning  situation.  The 
students  read  the  materials  for  the  new  learning  situation 
and  the  teacher  formulated  the  new  concept  as  a proposition 
(exposition).  The  concept  of  the  learning  situation  was 
examined  by  a discussion  which  also  led  to  the  student  formu- 
lation of  a proposition  relating  the  new  concept  with  two 
concepts  from  previous  units.  Both  exposition  and  discussion 
were  ufced  to  examine  the  relationship. 
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A Grid  for  Recording  the  Degree  of  Adherence 
to  the  Structure-Discovery  Approach 
Observed  in  a Classroom 
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were  made  expl ici t 

Y 

Y 

Y 

Category  III 
Relationships  of  the 
situation  concepts  to 
the  concepts  of  a unit 
in  the  previous  struc- 
ture were  made  explicit 

NX 

YY  1 

YY 

Teacher's  Name  Mr.  Hamilton Observer's  Name  Mr.  Ribble 

Date  November  17.  1965 Unit  9 __  Situation 3 

Comments:  After  the  students  read  the  materials  for  the  new  learning 

situation  the  teacher  formulated  and  examined  all  the  con- 
cepts (Exposition)  except  one.  In  each  case  his  exposition 
was  followed  by  a student  recitation  in  which  the  students 
repeated  the  concepts  and  the  teacher's  conclusions.  At  the 
close  of  the  lesson  a discussion  was  held  concerning  further 
implications  of  the  new  concept  for  concepts  of  the  previous 
structure. 


o 
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discussion  and  individual  study  means  the  use  of  these  strategies  in 
five  out  of  every  ten  choices  made  by  a teacher.  But  the  length  of 
time  spent:  in  a discussion  or  individual  study  might  vary.  Why  not  re- 
cord the  amount  of  time  spent  using  the  different  strategies  in  each 
classroom?  This  alternative  also  seemed  unsatisfactory.  In  the  first 
place,  it  was  difficult  to  pinpoint  the  exact  time  when  a teaching 
strategy  changed.  More  important,  even  an  accurate  measure  of  the 
amount  of  time  spent  would  not  have  told  anything  about  how  well  each 
strategy  was  used.  Here  was  the  crux  of  the  difficulty.  Frequency 
counts  of  gross  behavior  patterns  (a  teaching  strategy)  or  minutely  de- 
tailed behavior  (an  act)  are  still  frequency  counts  that  defy  qualita- 
tive interpretation. 

Perhaps  this  statement  is  too  strong.  At  a minutely  detailed 
level,  quantified  data  may  be  capable  of  qualitative  interpretation. 
However,  at  the  gross  level  of  behavioral  description  connoted  by  the 
term  "strategy,"  a qualitative  interpretation  of  quantitative  data  seems 
unwarranted.  Consider  the  following  hypothetical  situation. 

Suppose  that  Mr.  Hamilton  had  used  exposition  and  recitation  to 
build  an  effective  setting  for  the  discussion  at  the  close  of  the  class 
period.  The  discussion  was  a first-rate  example  of  student  discovery 
even  though  it  lasted  only  ten  minutes.  Mr.  Lukas,  on  the  other  hand, 
allowed  the  examinations  carried  on  in  the  three  discussions  to  remain 
inconclusive  because  the  important  relationship  between  the  new  concept 
and  the  concepts  of  the  previous  learning  situation  were  not  introduced. 
The  three  discussions  lasted  thirty  minutes.  To  complicate  matters  even 
more,  suppose  that  the  observational  team  concurred  in  judging  both 
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teachers  as  equal  in  their  adherence  to  the  approach.  The  judgment 
refers  here  to  their  total  assessment  of  the  two  observations  not  to 

their  judgments  in  scoring  the  grid. 

The  hypothetical  situation  described  above  invites  the  question, 
"What  is  the  meaning  of  the  frequency  counts  recorded  on  the  grid?" 

One  could  safely  assume  that  a teacher  who  neither  made  an  explicit 
examination  of  a relationship  between  concepts  in  the  structure  or 
allowed  students  to  do  so,  was  not  adhering  to  the  approach.  One  could 
also  safely  assume  that  a teacher  who  never  used  discussion  as  a strat- 
egy was  not  adhering  to  the  approach.  (Provided  that  individual  study 
was  not  evidenced  as  a strategy.)  One  could  assume,  with  a fair  degree 
of  certainty,  that  a teacher  who  used  discussion  almost  exclusively  and 
who's  class  showed  a high  frequency  of  examinations  in  all  three  (two, 
if  categories  II  and  III  are  combined)  categories  of  structure  was 
adhering  to  the  approach.  For  a short  distance  from  these  extremes,  one 
might  still  find  the  frequencies  a sufficient  warrant;  but,  for  the 
large  gray  area  in  between,  the  grid  records  were  inadequate  descriptions 

of  a teacher's  adherence. 

The  observational  team  made  fifty  classroom  observations  and 
recorded  their  judgments  on  the  grid.  Each  of  the  ten  classrooms  was 
visited  five  times  by  the  team  of  observers. 
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Analysis  of  Observational  Data 

In  the  following  table,  the  teachers  are  designated  by  letters 
and  are  more  or  less  in  random  order.  The  observers  are  also  anonymous, 
except  for  II,  who  was  the  head.  Their  backgrounds  were  as  follows: 

Observer  I was  a Master's  candidate  in  Psychology.  She  had  had 
experience  in  counseling  as  a social  welfare  worker,  but  no  experience 
in  teaching. 

Observer  II  was  a Doctoral  candidate  in  Education.  He  had 
served  as  a Research  Associate  on  the  Economics  Curriculum  Project.  He 
was  an  experienced  teacher. 

Observer  III  was  a Doctoral  candidate  in  Education.  He  had 
served  as  a Research  Associate  on  a project  developing  an  instrument  for 
the  systematic  observation  of  teacher  behavior.  He  was  an  experienced 

teacher. 

Observer  IV  was  a Doctoral  candidate  in  Education.  He  had 
served  as  a Research  Assistant  on  a project  developing  an  instrument  for 
the  observation  of  teacher  behavior.  He  was  an  experienced  teacher  and 
admin i strator. 

Table  k reveals  fairly  consistent  high  frequencies  for  ratings 
on  Category  I of  structure.  There  were  six  exceptions  out  of  the  forty 
cases  to  the  above  statement  (Observer  I and  Teacher  A,  Observer  I and 
Teacher  I,  and  Observers  I,  II,  HI,  IV  and  Teacher  J) . Categories  II 
and  III,  however,  showed  marked  variations  in  frequencies  recorded  for 
the  teacher  regardless  of  observer.  This  means  that,  generally  speaking, 
it  is  the  frequency  of  Category  II  and  III  concepts  exhibited  which  dis- 
criminated the  teachers.  In  other  words,  the  majority  of  the  teachers 


Table  4 

Frequencies  of  the  Specified  Behaviors  Recorded  by  the 
Observers  for  Each  Teacher  on  the  Scoring  Grid 
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Frequencies  of  the  Specified  Behaviors  Recorded  by  the 
Observers  for  Each  Teacher  on  the  Scoring  Grid 
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Frequencies  of  the  Specified  Behaviors  Recorded  by  the 
Observers  for  Each  Teacher  on  the  Scoring  Grid 
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paid  attention  to  the  new  concepts  of  each  learning  situation,  but  they 
varied  in  the  frequency  of  relationships  drawn  between  the  new  concepts 

and  those  of  the  previous  structure. 

The  difficulty  in  interpreting  the  distinction  between  Category 
IX  concepts  and  Category  III  concepts  was  discussed  previously.  For  the 
purpose  of  the  following  analysis,  Categories  II  and  III  were  combined 
into  a single  Linkage  Category.  Linkage  now  refers  to  relationships 
drawn  between  new  concepts  of  each  learning  situation  and  both  the  con- 
cepts of  the  previous  learning  situation  and  the  concepts  of  previous 

units. 

Table  4 shows  that  regardless  of  which  observer's  record  is 
inspected,  variations  existed  among  the  teachers  in  the  number  of  times 

the  discussion  strategy  was  used. 

Inspection  of  Table  4,  however,  does  not  readily  give  an  indica- 
tion of  the  relative  placement  of  the  teachers  in  relation  to  the  fre- 
quencies. Since  Table  4 merely  totals  the  raw  data  of  the  observational 
grids,  another  table  is  needed.  The  variations  in  the  frequency  counts 
among  the  teachers  must  be  translated  into  a rank-ordering.  Inspection 
of  Table  4 does  indicate  that  the  rank  orders  that  will  be  yielded  by 
each  of  the  observer  records  will  vary.  How  much  they  vary  will  indi- 
cate the  objectivity  of  the  observations.  The  degree  of  objectivity,  in 
turn,  provides  a means  for  assessing  the  success  of  the  training  of 
observers  and,  consequently,  sheds  some  light  on  the  utility  of  the 
operational  definition. 

The  problem  of  translating  the  frequency  counts  into  four  rank- 
orderings  was  simplified  by  introducing  an  intermediate  step.  The 
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intermediate  step  reduced  the  continuous  frequency  ratings  with  a range 
from  "0"  to  "20"  to  three  classifications  (High  degree  of  adherence, 

Average  adherence,  and  Low  degree  of  adherence). 

Figure  k shows  the  scaies  used  to  perform  the  reduction  on  the 

structure  and  discovery  dimensions.  Since  Category  I on  structure  did 
not  discriminate  the  teachers'  adherence,  only  the  frequencies  recorded 
in  Categories  II  and  III  were  used  in  the  classification.  An  exception 
was  made  in  the  six  cases  where  the  observers  recorded  fewer  than  seven 
occurrences  of  Category  I concepts  for  a teacher.  In  these  six  cases, 
the  classification  based  on  the  total  frequencies  recorded  in  Categories 
„ and  III  by  an  observer  for  a teacher  was  adjusted  downward  to  the 
"Low"  classification.  This  adjustment  was  needed  in  only  two  cases  of 
the  Six  because  in  four  cases  the  total  frequencies  recorded  in 
Categories  II  and  III  by  the  observer  had  already  placed  the  teacher 

in  the  "Low"  classification. 

The  use  of  the  classification  scales  resulted  in  the  descriptions 
as  recorded  in  Table  5.  If  the  structure  and  discovery  classifications 
are  given  equal  weight,  a composite  rank-ordering  for  each  observer  can 
be  obtained.  Table  6 illustrates  this  and  shows  variations  between  the 
rank-orderings  derived  from  each  observer's  classified  ratings.  The 
degree  to  which  the  rank  orders  vary  gives  an  indication  of  the 
objectivity  of  the  observations.  Table  7 gives  the  inter-correlations 
(rs)  among  the  rank  orders  derived  from  the  classified  observers' 

ratings. 

On  structure  and  discovery,  the  means  and  the  medians  of  the 
inter-correlations  indicate  good  agreement  among  observers.  For  complex 
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Figure  4 

Scales  Used  to  Classify  the  Frequency  Counts 

Structure  Discovery  ^ 

(Categories  II  + III  adjusted  (Total  D's  on  all  categories) 

for  I if  below  7 ) 


0 

1 

2 

3 

4 

5 

6 


Low 


0 

1 

2 

3 

4 

5 

6 


Low 


7 

8 

9 

10 
11 
12 


13 

14 

15 

16 

17 

18 

19 

20 


Average 


High 


7 

8 

9 

10 
11 
12 


13 

14 

15 

16 

17 

18 

19 

20 


Average 


Hi  gh 


760 


Table  5 


Classification  of  Teachers  Based  on  Frequency  of 
Observer  Ratings  on  the  Observation  Grid 


Teacher 

Observer  I 
Structure 

Discovery 

Teacher 

Observer  II 
Structure 

D i scove  ry 

A 

Low 

Low 

A 

Ave rage 

High 

B 

Average 

Low 

B 

Ave rage 

Low 

C 

High 

Low 

C 

High 

Low 

D 

High 

Low 

D 

High 

Low 

E 

High 

High 

E 

High 

High 

F 

Ave rage 

Low 

F 

Average 

Average 

G 

High 

Average 

G 

High 

High 

H 

Ave  rage 

Low 

H 

Ave rage 

Average 

1 

Low 

Low 

1 

Low 

Low 

J 

Low''- 

Low 

J 

Ave  rage 

Low 

Observer  III 

Observer  IV 

Teacher 

Structure 

Discovery 

Teacher 

Structure 

D i scove  rv 

A 

Average 

High 

A 

Ave rage 

High 

B 

High 

Low 

B 

High 

Low 

C 

H if  h 

Low 

C 

Average 

Low 

D 

High 

Low 

D 

High 

Low 

E 

Ave.  ''ge 

High 

E 

Average 

High 

F 

Low 

Low 

F 

Average 

Low 

G 

High 

Average 

G 

High 

Average 

H 

Low 

Low 

H 

Average 

Low 

1 

Low 

Low 

1 

Ave rage 

Low 

J 

Low'- 

Low 

J 

Low 

Low 

*Adj  us ted 

for  Low  frequency 

recorded 

in  Category 

I 
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Table  6 


Rank-Orderings  of  the  Teachers  Based  on 
Classifications  Derived  from 
Observer  Ratings 


Structure 

Observer  I 
D i scove  rv 

Structure- 
Di  scove rv 

Structure 

Observer  II 
Discovery 

Structure- 
Di scove ry 

High 

C-D-E-G 

E 

E 

C-D-E-G 

A-E-G 

E-G 

B-F-H 

G 

G 

A-B-F-H-J 

F-H 

A 

A-l-J 

A-B-C-D- 

C-D  to 

1 

B-C-D- 1 -J 

H-C-D-F 

F-H-l-J 

B-F-H 

B-J 

A-l-J  , 

1 

1 

Low 

Observer  III 

Observer  IV 

Structure- 

Structure- 

Structure 

Discovery 

Discovery 

Structure 

Discovery 

Discovery 

High 

B-C-D-G 

A-E 

A-E-G 

D-D-G 

A-E 

A-E-G 

A-E 

G 

B-C-D 

A-C-E-F 

G 

B-D 

H-l 

F-H-l-J 

B-C-D-F- 

F-H-l-J 

to 

J 

B-C-D-F- 

C-F-H-l 

H-l-J 

H-l-J 

J 
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Table  7 

Inter-correlations  among  the  Derived 
Observer  Rank  Orders 


Mean 

I 

Structure 
.73  Median 
II 

Dimension 

.76  (P  = .01) 

III  IV 

I 

- 

II 

.93 

- 

III 

.72 

.82 

- 

IV 

.62 

.51 

1 

0 

00 

• 

Discovery  Dimension 
Mean  .76  Median  .76  (p  = .01) 

I II  III  IV 


I 

II 

.75 

- 

III 

.83 

.75 

- 

IV 

.50 

.77 

1.00 

- 

Composite  of  Structure  and  Discovery 
Mean  .72  Median  .72  (p  >.05  but<  .01) 

I II  III  IV 


I 

II  .63 

III  .59  .83 

IV  .53  .80  .93 
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phenomena  such  as  classroom  behavior,  observational  ratings  that  show 
agreement  at  the  .80  level  are  considered  to  represent  high  agreement. 

Even  with  the  relationship  of  the  two  dimensions  provided  by  the 
grid,  the  frequency  counts  do  not  give  an  adequate  basis  for  measuring 
a teacher's  adherence  to  the  approach.  If  the  observers  agree,  the 
frequency  counts  can  identify  the  teachers  who  were  definitely  adhering 
and  those  who  were  definitely  not  adhering.  Stated  otherwise,  teachers 
who  were  very  strong  or  very  weak  on  both  dimensions  could  be  identified" 
by  frequency  counts  of  the  specified  behaviors.  The  fact  is  that,  of 
the  ten  teachers  observed,  at  least  seven  could  not  be  so  identified  and 
the  cases  of  the  other  three  (E,  G,  and  J)  are  open  to  some  question. 

Each  teacher  confronted  the  observers  with  a unique  implementa- 
tion of  the  Project  materials.  The  observational  grid  sensitized  the 
observers  to  certain  behaviors,  but  the  unique  quality  of  the  teacher's 
combination  of  structuring  and  strategy  was  recorded  only  in  the  impres- 
sions made  on  the  observers.  To  tap  these  impressions,  the  head  of  the 
observational  team  designed  a summary  instrument.  This  appears  as 
Appendix  F,  and  is  best  inspected  before  reading  the  exposition  below. 

Analysis  of  Data  on  the  Summary  Instrument 

The  summary  instrument,  which  was  filled  in  by  the  observers  one 
week  after  the  end  of  observations,  permitted  the  testing  of  three 
hypotheses : 

H|  = The  observer  ratings  on  each  section  of  the  Instrument  will 
be  reliable  (correlate  .90  or  above  between  first  rating  and  second 
rating  made  two  weeks  later). 
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H£  - The  observer  ratings  on  each  section  of  the  Instrument  will 
show  significant  intercorrelation  among  observers  (rs  = .80  or  above). 

s There  will  be  a significant  relationship  between  the  rank 
order  of  the  classes  on  adjusted  achievement  measures  and  the  rank 

orders  predicted  by  the  observers,  (p  s «05) 

Section  One.  Section  One  of  the  instrument  asked  the  observers 
to  judge  the  relative  degree  of  adherence  to  the  unfolding  structure 
exhibited  by  the  teachers.  Table  8 shows  the  distributions  of  the 
teachers  made  by  each  observer  on  this  section.  Table  9 shows  the  inter- 
correlations  among  observers  derived  from  the  distributions  (rank- 
ordered)  in  Table  8.  Even  the  lowest  inter-correlation,  .75  between 
Observers  III  and  IV,  indicates  a significant  relationship  at  the 
£=  .01  level.®  The  observers  were  also  reliable  in  their  ratings. 


8See  "Table  of  Critical  Values  of  r$"  in  Sidney  Siegel,  Nonpara 
metric  Statistics  for  the  Behavioral  Sciences  (New  York:  McGraw  Hill, 

1956),  p.  284. 
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Table  8 


Distributions  of  the  Teachers  Made  by  Each  Observer 
on  Section  One  of  the  Instrument 


Observer 

Observer 

Observer 

Observer 

I 

II 

III 

IV 

1. 

F 

2. 

E 

3. 

B - G 

C - E - G 

E 

G 

4. 

B - C 

C - E - F 

5. 

H - C 

B - F - H 

H - F 

B - H 

6. 

D 

G 

D 

7. 

D 

A 

A - D 

A 

8. 

1 

1 

9. 

J - A 

1 - J 

J 

J 

10. 

1 

*The  capital 

letters  are 

the  code  for  the  ten 

teachers . 

Table  9 

Inter-correlations 

l 

among  Ratings  of  Observers 

on 

Section 

One 

Rank-difference  (rc) 

correlations 

I 

II 

III 

IV 

I 

II 

.79 

ill 

.82 

.85 

IV 

.85 

.96 

.75 

_f'Z 

Underlined  diagonals  are  reliability  coefficients  for  two-week 
intervals.  Inter-correlations  are  based  on  original  ratings. 


The  low  ratings  given  by  all  four  observers  to  teachers  A,  D,  I, 
and  J,  and  the  lack  of  ratings  in  the  first  and  second  positions,  indi- 
cate that  in  the  judgment  of  the  observers,  some  aspect  of  the  prescrip- 
tions for  structure  was  not  evidenced.  Reference  to  Table  4 gives  a 
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strong  indication  that  the  teachers  were  not  attending  to  the  prescrp- 
tions  for  unfolding  the  structure. 

Section  Two.  Section  Two  of  the  Instrument  asked  the  observers 
to  judge  the  relative  degree  of  adherence  to  the  prescriptions  for  dis- 
covery exhibited  by  the  ten  teachers.  Table  10  shows  the  rank-order 
distributions  of  the  teachers  made  by  each  observer  on  Section  Two. 

Table  11  shows  the  inter-correlations  among  observers  derived  from  the 
rank-orders  in  Table  9.  The  lowest  inter-correlation,  .56  between 
Observers  I and  III,  still  indicates  a significant  relationship  at  the 
£=  .05  level.  Three  of  the  six  inter-correlations  are  significant  at 
the  £ = .01  level.  The  reliability  coefficient  for  Oberserver  I,  .54, 
falls  slightly  below  the  .564  requirement  for  aj>=  .05  level  of  signif- 
icance. The  reliability  coefficients  for  the  other  observers  are  all 
above  the  jg  = .01  level  .9 
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Table  10 

Distributions  of  the  Teachers  Made  by  Each  Observer 
on  Section  Two  of  the  Instrument 


Observer 

Observer 

Observer 

Observer 

I 

II 

III 

IV 

1 . 

E - F 

E 

2. 

A 

E 

- A 

E 

3. 

4. 

C 

G - H 

H 

- F 

A 

B - C - G 

5. 

B - G 

F 

G 

F - H 

6. 

H 

B - C 

D 

7. 

0 

C 

1 - J 

8. 

A - D 

J 

B 

- D - 1 

9. 

J 

1 

J 

10. 

1 

;VThe  capital  letters  are  the  code  for  the  ten  teachers. 

Table  1 1 

Inter-correlations  among  Ratings  of  Observers 

on  Section  Two 

(Rank-difference  (rg)  correlations) 

I II  HI 


IV 


I 

.54 

II 

.60 

u22 

III 

.56 

.92 

IV 

.65 

.85 

jJl 

.75 


Underlined  diagonals  are  reliability  coefficients  for  two-week 
intervals.  Inter-correlations  are  based  on  original  ratings. 

The  definition  of  discussion  required  the  observers  to  use  this 
designation  only  when  a reflective  examination  was  in  evidence.  The 
term  did,  however,  carry  a connotation  of  a high  degree  of  student  talk. 
The  observers  were  confused  when  the  teacher  was  engaged  in  an  extensive 
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reflective  examination  of  a student  belief.  The  evidence  of  a reflec- 
tive examination  promoted  rating  the  strategy  as  discussion  but  the  low 
amount  of  student  talk  promoted  rating  the  strategy  as  exposition. 

The  low  ratings  given  to  teachers  D,  I,  and  J and  the  relatively 
few  teachers  rated  in  one  of  the  first  three  positions  indicate  that 
more  "teacher  telling"  than  joint  "teacher-student  examination"  was 
evidenced  than  one  should  expect  in  a course  that  prescribes  a discovery 
of  structure  by  students. 

Section  Three.  Section  Three  of  the  Instrument  asked  the  ob- 
servers first  to  judge  each  teacher's  unique  combination  of  the  struc- 
ture and  discovery  prescriptions  and,  second,  to  predict  the  rank-order 


distribution  of  the  classes  on  measures  of  achievement.  In  the  instruc- 
tions for  this  second  task,  one  of  the  ten  classes  was  designated  as  the 
base  of  comparison.  The  observers  were  asked  to  predict  what  variations 
in  student  achievement  would  have  occurred  had  each  of  the  ten  teachers 
taught  a class  like  the  one  designated.  This  instruction  was  an  attempt 
to  control  for  some  of  the  variations  among  classes. 

Table  12  presents  the  distributions  of  predictions  made  by  the 
observers.  Table  13  shows  the  inter-correlations  among  observers 
derived  from  Table  12.  The  reliability  coefficients  for  Observers  I, 

II,  and  IV  (.97,  .95,  and  .95  respectively)  are  all  significant  at  the 
£=  .01  level.  The  reliability  coefficient  for  Observer  III  (.72)  is 
significant  at  the  £ = .05  level.  The  lowest  inter-correlations  among 
observers  (.70  between  II  and  IV,  and  .73  between  III  and  IV)  are 
- n * nq  level  and  close  to  the  . 7 4 re  required  by 


significant  at  the  £ 
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Table  12 

Distributions  of  the  Teachers  Made  by  Each  Observer 
on  Section  Three  of  the  Instrument 


Observer 

I 

Observer 

II 

Observer 

III 

Observer 

IV 

1 . 

E - F 

2. 

B - G 

3. 

E 

E 

E 

4. 

C 

A 

- F - H 

F - A 

C - F - G 

5. 

H 

G 

G - B - C - 

B - H 

D - H 

6. 

B 

- C 

D 

7. 

D 

D 

1 

A 

8. 

1 - J 

9. 

A 

1 

- J 

J 

10. 

1 - J 

*The  capital 

letters  are 

the  code  for  the  ten 

teachers . 

Table  13 

Inter-correlations  among  Ratings  of  Observers 
on  Section  Three 


(Rank-difference  (rs)  correlations) 

I II  III  IV 


I 

.97 

II 

.74 

III 

.75 

.94 

IV 

.93 

.70 

.73 

Underlined  diagonals  are  reliability  coefficients  for  two-week 
intervals.  Inter-correlations  are  based  on  original  ratings. 

the  2 ~ *01  levdl  of  significance As  in  the  case  of  the  two  pre- 
ceding sections,  Section  Three  showed  the  observer  ratings  on  the 


IQlbid.,  p.  284. 
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Instrument  to  be  reliable  and  objective.  Thus,  the  first  and  second 
hypotheses  of  the  observational  study  were  generally  substantiated. 

According  to  the  consensus  in  Table  12,  none  of  the  ten  teachers 
was  consistently  adhering  to  the  combination  of  prescriptions  for  struc- 
ture and  discovery.  Two  of  the  teachers  (I  and  J)  evidenced  virtually 
no  adherence  to  the  theory  behind  the  course.  Inspection  of  the  raw 
data  (the  observer  ratings  on  the  grids)  reveals  that  the  other  eight 
teachers  showed  a general  increase  in  attention  to  the  theoretical  pre- 
scriptions over  the  duration  of  the  observational  program. 

Neither  the  amount  of  previous  formal  training  in  economics,  the 
size  and  location  of  the  school,  the  abilities  of  the  students,  or  the 
amount  of  teaching  experience  served  to  explain  the  variations  in  adher- 
ence observed.  This  sample  of  social  studies  teachers  represented  a 
more  or  less  random  mixture  of  all  the  aforementioned  variables.  The 
fact  that  the  teachers  were  using  a new  set  of  materials  may,  in  large 
measure,  account  for  the  general  inability  to  implement  the  prescriptions 
consistently.  This  implies  a need  for  more  orientation  written  into  the 
materials  themselves  or  for  an  extended  'ientation  program. 

Predictions  of  achievement.  Neither  the  rank  order  derived  from 
the  means  of  the  observers'  predictions,  nor  any  single  observer's  pre- 
diction of  the  rank  order  of  the  classes,  showed  a significant  relation- 
ship with  the  rank  order  derived  from  the  adjusted  means  of  the  ten 
classes  on  a composite  measure  of  achievement.  The  composite  measure 
was  based  upon  fifty-three  questions  used  in  the  course  to  measure  a 
student's  ability  to  relate  concepts  within  a structure. 
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Class  means  (X)  on  the  composite  measure  were  adjusted  icr  the 
original  variation  on  the  pretest.  The  pretest  score  was  based  on  an 
unweighted  sum  of  each  student's  score  on  the  Test  of  Economic  Under- 
standing  and  the  Special  Written  Questions.  The  means  (Y)  for  each 
class  on  the  pretest  correlated  very  highly  with  intelligence  and  con- 
sequently the  Y means  alone  were  used  to  correct  the  X means  (achieve- 
ment means) . 

An  analysis  of  variance  of  the  X and  Y scores  taken  separately 
showed  a significant  amount  of  variation  in  both  the  X scores  (achieve 
ment)  and  the  Y scores  (pretest) . 


Table  14 

Analysis  of  Variance  of  X and  Y Scores 
taken  separately: 


Source  of  Variation 

df 

ssx 

SSy 

MSX(VX) 

MSy(Vy) 

Among  Means 

9 

3,633 

3,466 

403.7 

385.1 

Within  Groups 

269 

7,674 

10,745 

28.5 

39.9 

Total 

278 

11,307 

14,211 

Fv  - 403.7  = 14.165 
28.5 

F„  = 385.1  = 9.652 
y 39.9 

From  Table  of  F 
df  9/269 

F at  .05  level  * 1 .92 
F at  .01  level  = 2.50 


1 


772 


An  analysis  of  covariance  was  carried  out  for  the  purpose  of 
correcting  the  X (achievement)  means  for  differences  in  initial  Y 
(pretest)  means. 


Table  15 

Analysis  of  Covariance 

MS 

MOx  .y 


Source  of  Variation 

df 

ssx 

SSy 

SS^y 

.y 

(V*.y) 

S^x.y 

Among  Means 

9 

3,633 

3,466 

3,024 

1,256 

139.55 

Within  Groups 

268 

7,674 

10,745 

5,980 

4,346 

16.21 

4.03 

Total 

277 

11,307 

14,211 

9,004 

5,602 

F w = 139.55  = 8.609 

x,y  16.21 

From  Table  of  F 
df  9/268 


F at  .05  level  = 1 .92 
F at  .01  level  =2.50 


Table  17  shows  the  rank  order  of  the  teachers  derived  from  the 
adjusted  achievement  means  of  their  classes  (Table  1 6)  and  the  rank 
orders  which  the  observers  had  predicted.  In  addition,  the  rank  order 
derived  from  the  means  of  the  observers'  predictions  is  also  presented. 
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Table  16 

Calculation  of  Adjusted  X-Means 


Groups 

N 

Mx 

(Achievement) 

My 

(Pretest) 

Mx.y 

(Achievement  adjusted  for 
pretest  differences) 

A 

44 

23.36 

30.41 

20.43 

B 

41 

18.95 

24.32 

19.37 

C 

21 

25.14 

28.71 

23.14 

D 

21 

22.95 

29.10 

20.74 

E 

22 

16.68 

22.46 

18.32 

F 

47 

14.47 

20.64 

16.91 

G 

19 

19.47 

22.95 

20.64 

H 

31 

19.16 

27.00 

18. 11 

1 

16 

16.94 

21 .56 

18.88 

J 

17 

18.00 

23.71 

18.75 

Total 

N 279 

Grand 

Means 

19.51 

25.08 

19.53 

Mx.y 

Mx  - b (My  - Gen. 

My)a 

b * 

b within  = .55 

or 

^ga  ^xy  ^g  " ^ 


aHenry  Garrett,  Statistics  in  Psychology  and  Education  (New  York: 
Longmans,  Green,  1953) > p.  295. 

^Quinn  McNemar,  Psychological  Statistics  (New  York:  Wiley, 

1962),  p.  371. 
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Table  17 


Distribution  of  Actual  Achievement  Means  of  the 
Classes  and  the  Observers'  Predictions  of 
the  Distribution  (Rank-ordered) 


Class 

(by  Teacher) 

Actual 
Ach ievement 

Pred i cted  Ach i evement 

I 

II 

Observer 

III 

IV 

M 

A 

4 

8 

3 

2.5 

8 

7 

B 

5 

3.5 

6.5 

6 

5.5 

4 

C 

1 

5 

6.5 

6 

3 

5.5 

D 

2 

7 

8 

6 

7 

8 

E 

8 

1 .5 

1 

1 

1 

1 

F 

10 

1.5 

3 

2.5 

3 

2 

G 

3 

3.5 

5 

6 

3 

3 

H 

9 

6 

3 

6 

5.5 

5.5 

1 

6 

9.5 

9.5 

9 

9.5 

9 

J 

7 

9.5 

9.5 

10 

9.5 

10 

The  lack  of  relationship  between  the  observers'  predictions  of 
achievement  and  the  actual  achievement  means  of  the  classes  forces  a 
rejection  of  the  third  hypothesis.  Several  factors  may  have  contrib- 
uted to  the  failure  of  H y First,  the  composite  achievement  test  was 
composed  of  difficult  questions.  The  questions  may  have  masked  some  of 
the  differences  in  teaching-effects  that  could  have  existed  among  the 
classes . 

Secondly,  the  rank  order  of  the  adjusted  achievement  means  did 
not  take  into  account  the  amount  of  difference  in  means  from  one  rank  to 
the  next.  Teacher  C's  class  had  an  adjusted  mean  of  23.14  (rank  1)  and 
teacher  D's  class  had  an  adjusted  mean  of  20.74  (rank  2).  This  means 
that  ranks  1 and  2 were  separated  by  2.40  points.  Teacher  G's  class  had 
an  adjusted  mean  of  20.64  (rank  3).  This  means  that  ranks  2 and  3 are 
separated  by  0.10  points.  In  short,  the  intervals  between  ranks  were 
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unequal,  and  with  different  N's  among  the  classes  there  was  no  way  to 
establish  equal  intervals.  The  observers  predicted  some  ties  among  the 
classes  and  based  their  predictions  on  a conception  of  equal  intervals. 

In  spite  of  these  facts,  the  agreement  between  actual  achievement  and 
observer  prediction  should  have  been  higher  than  it  was.  At  least 
column  M in  Table  17,  which  is  based  on  the  mean  of  the  observers' 
predictions,  should  have  correlated  better  with  the  distribution  of 
actual  achievement  means. 

A third  possible  factor  was  the  complexity  of  the  task  required 
of  the  observers.  The  request  to  predict  what  the  results  would  be  if 
each  of  the  teachers  had  taught  the  same  class  may  have  been  asking  the 
observers  to  attend  to  one  complex  judgment  and  at  the  same  time  make  a 
second  complex  judgment,  namely,  the  unique  integration  of  the  structure- 
and  discovery-prescriptions  by  each  teacher. 

Finally,  it  is  possible  that  the  emphasis  on  the  use  of  the 
discussion  strategy  in  the  tentative  operational  definition  may  have 
led  the  observers  to  over-rate  those  classes  which  showed  a high  ratio 
of  student  talk  to  teacher  talk. 

Assessment  of  Level  of  Achievement 

Results  on  Course  Tests 

For  evidence  of  student  accomplishment,  we  turn  first  to  results 
on  the  various  multiple-choice  tests.  Tables  18  through  22  report  re- 
sults indicating  that  the  classes  did  fairly  well,  on  the  whole,  consid- 
ering the  inherent  difficulty  of  the  concepts.  The  median  percent  of 
maximum  possible  score  was  about  50.  Though  this  may  seem  like  a low 
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figure,  it  is  not  out  of  line  with  results  on  initial  tryouts  of  some  of 
the  so-called  newer  curricula.  In  building  these  tests,  the  staff 
wanted  to  keep  the  items  close  to  the  intended  objectives  and  thus 
assure  that  there  would  be  sufficient  "ceiling"  to  measure  the  achieve- 
ment of  classes  of  varying  potential  and  classes  which  would  take  the 

course  in  the  future. 

Table  22  requires  special  comment  as  it  shows  how  these  trial 
ninth-grade  classes  compared  with  two  norms  groups  at  the  twelfth-grade 
level.  One  of  the  norms  groups,  of  course,  did  not  take  an  economics 
course  like  the  one  under  study,  but  rather  took  a more  conventional 
kind.  Seven  of  our  groups  equalled  or  exceeded  the  norms  ftroup  which 
had  not  yet  had  economics,  while  two  or  three  equalled  or  exceeded  the 
norms  group  that  had  had  economics.  It  must  be  remembered  that  the  SRA 
Test  of  Economic  Understanding  is  not  a close  fit  to  the  objectives  of 
this  course,  and  therefore  not  entirely  fair  to  these  ninth-grade 
students.  Nevertheless  the  result  should  not  be  overlooked  that  three 
able  ninth-grade  groups  did  do  about  as  well  as  the  norms  group  with 
economics  at  the  twelfth  grade  level. 


Table  18 


Means,  Standard  Deviations,  and  Estimates  of  Reliability 
for  Test  over  Units  1 through  6 


Group 

i 

N 

Multiple-Choice,  Items  1 to  22 

Mean 

Percent 
of  Max. 
(22) 

S.D. 

Rel iabil itv 

KR-20 

Odd- 

Even 

1 

43 

9.95 

45 

4.12 

.76 

.66 

2 

n /-\ 

10.00 

45 

2.71 

.41 

.55 

3 

25 

12.72 

58 

2.56 

.42 

.23 

4 

21 

14.33 

65 

3.07 

.62 

.41 

5 

33 

13.79 

63 

2.76 

.51 

.43 

6 

21 

12.76 

58 

3.24 

.60 

.74 

7 

17 

10.06 

46 

3.49 

.65 

.74 

8 

55 

9.55 

43 

2.92 

.48 

.40 

9 

17 

10.65 

48 

2.55 

.38 

.22 

10 

60 

13.30 

60 

3.16 

.59 

.57 

Medians 

27 

11.68 

53 

3.00 

.55 

.49 

Table  19 


Means,  Standard  Deviations,  and  Estimates  of  Reliability 
for  Test  over  Units  7 through  11 


Group 

N 

M 

ul t i pi e-Choice,  Items  23  to  40 

Mean 

Percent 
of  Max. 
08) 

S.D. 

Rel iabil itv 

KR-20 

Odd- 

Even 

1 

43 

8.26 

46 

2.94 

.59 

.62 

2 

27 

6.74 

37 

2.94 

.62 

.49 

3 

26 

9.85 

55 

2.38 

.45 

.43 

4 

21 

9.43 

52 

3.56 

.79 

.86 

5 

31 

9.61 

53 

2.14 

.26 

.37 

6 

20 

7.80 

43 

2.65 

.56 

.54 

7 

17 

8.88 

49 

3.04 

.64 

.65 

8 

54 

8.43 

47 

3.10 

.65 

.74 

9 

17 

8.76 

49 

2.66 

.58 

.45 

10 

59 

10.56 

59 

2.96 

.67 

.59 

Medians 

26 

8.82 

49 

2.94 

.60 

.56 

i 
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Table  20 

Means,  Standard  Deviations,  and  Estimates  of  Reliability 
for  Test  over  Units  12  through  14 


Group 

N 

ul t ml e-Choice,  Items  41  to  65 

Mean 

Percent 
of  Max. 
(25) 

S.D. 

Rel iab i 1 itv 

KR-20 

Odd- 

Even 

1 

43 

13. 40 

54 

3.75 

.66 

.70 

2 

30 

10.13 

40 

3.34 

.56 

.66 

3 

25 

15.H 

62 

1.89 

-.01 

.29 

4 

21 

12.19 

49 

3.17 

.56 

.55 

5 

31 

11.84 

47 

3.^7 

.60 

.70 

6 

20 

13.50 

54 

3.73 

.71 

.87 

7 

17 

11.12 

44 

4.33 

.76 

.84 

8 

53 

11.32 

45 

3.06 

.49 

.59 

9 

17 

11.59 

46 

2.76 

.42 

.70 

10 

60 

14.53 

58 

3.3^ 

.60 

• 62 

Medians 

28 

12.04 

48 

3.3^ 

.58 

.68 

Table  21 


Means,  Standard  Deviations,  and  Estimates  of  Reliability 
for  Test  of  Interpretation  of  Reading  Materials 


Group 

N 

Multiple-Choice,  Items  1 to  20 

Mean 

Percent 
of  Max. 

(20) 

S.D. 

Rel iabi 1 itv 

KR-20 

Odd- 

Even 

1 

42 

11.14 

56 

3.76 

.71 

. 66 

2 

26 

8.35 

42 

3.31 

.63 

.46 
■ — 

3 

24 

14.92 

75 

2.10 

.29 

.49 

4 

21 

14.00 

70 

2.51 

.48 

.64 

5 

3! 

10.84 

54 

3.13 

.59 

.63 

6 

20 

10.05 

50 

3.28 

.61 

.70 

7 

17 

10.47 

52 

4.26 

.78 

.91 

8 

50 

8.02 

40 

3.25 

.61 

.48 

9 

17 

11.12 

56 

3.41 

.65 

.66 

10 

49 

12.80 

64 

3.37 

.67 

.79 

Medians 

25 

10.98 

55 

3.30 

.62 

.65 
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Table  23 

Classification  of  Items  on  the  Test  of 
Economic  Understanding,  Form  A 


Class i f icat ion 

1 terns 

Totals 

Covered  in 
cou  rse 

1-7,  10,  13,  1**,  17,  19, 
21,  22,  25,  26,  28,  30- 
32,  39,  43-47 

26 

Subtly  covered 
in  course 

9,  1 1,  24,  27,  33,  34, 
37,  40,  41,  48-50 

12 

Not  covered 
in  course 

8,  12,  15,  16,  18,  20, 
23,  29,  35,  36,  38,  42 

12 

To  see  whether  or  not  the  students  did  better  on  items  related 
to  the  course,  the  staff  economist  and  a research  associate  competent 
in  economics  independently  classified  the  50  items  on  the  SRA  test  into 
three  categories.  They  then  discussed  their  differences  and  arrived  at 
the  consensus  reported  in  Table  23.  It  can  be  seen  in  Table  24  that  the 
trial  classes  did  relatively  better  on  the  items  covered  in  the  course, 
whereas  for  the  norms  group  the  difference  was  slight.  A still  better 
analysis  is  the  study  of  gains  on  these  three  subsets  of  items.  This 
will  be  reported  in  the  section  on  the  assessment  of  changes. 

The  reader  may  make  a more  detailed  study  of  results  on  the 
several  multiple-choice  tests  by  referring  to  the  item-analysis  data  in 
Appendix  C.  It  was  thought  sufficient  to  give  indexes  of  success  and 
discrimination  for  group  1,  which  may  be  considered  a slightly  above- 
average  ninth-grade  group  of  middle-class,  urban-suburban  background. 
Also  reported  are  the  lowest,  median,  and  highest  percent  success  on 
each  item  among  the  ten  groups. 
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Table  24 

Mean  Proportion  of  Group  Succeeding  on  Covered  (C),  Subtly 
Covered  (SC),  and  Non-covered  (NC)  Items,  Test  of 
Economic  Understanding,  Form  A,  Post-test 


(1) 

(2) 

(3) 

(4) 

(5) 

Group 

C 

SC 

c & SC 

NC 

(3)- (4) 

1 

.52 

.47 

.50 

.44 

.06 

2 

.41 

.41 

.41 

.36 

.05 

3 

.67 

.65 

.67 

.59 

.08 

4 

.61 

.54 

.59 

.47 

.12 

5 

.59 

.50 

.56 

.44 

.12 

6 

.55 

.49 

.53 

.43 

.10 

7 

.41 

.48 

.43 

.40 

.03 

8 

.38 

.41 

.39 

.35 

.04 

9 

.48 

.54 

.50 

.44 

.06 

10 

.64 

.56 

.61 

.57 

.04 

Medians 

.54 

.50 

.52 

.44 

0O6 

0 

Norms  Group 

.62 

.58 

.61 

.58 

.03 

aGroup  with  course  in  economics,  based  upon  data  in  Interpretive. 
Manual  and  Discussion  Guide,  Test  of  Economic  Understanding  (Chicago: 

SRA,  1964).  " 

In  interpreting  the  estimates  of  reliability  for  these  tests, 
one  should  bear  in  mind  that  each  multiple-choice  test  comprised  part  of 
the  testing  session  and  was  limited  to  about  twenty  items  in  order  to 
allow  time  for  written  questions.  The  results  on  the  written  questions 
should  be  considered  an  important  source  of  evidence  also.  Because  of 
the  amount  of  detail  in  the  over-all  summaries  and  interpretive  comments 
on  these  written  parts,  these  evidences  were  placed  in  Appendix  D.  They 
should  be  read  for  a fuller  account  of  student  achievement. 

A study  of  the  results  in  the  Appendices  will  show  that  the  par- 
ticipating classes  have  some  distance  to  go  before  they  can  be  said  to 


me 


ticipating  classes 
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have  achieved  the  course  goals.  A firm  grasp  of  the  concepts,  especially 
as  demonstrated  in  the  ability  to  do  the  written  exercises  and  questions, 
cannot  be  attained  through  inexpert  teaching  and  superficial  study.  One 
of  the  main  objectives,  namely,  the  grasping  of  the  unfolding  structure, 
was  apparently  not  well  attained;  at  least  not  as  sampled  by  certain 
questions  for  Units  1-6  and  by  a few  written  questions  for  the  next 
block  of  units.  It  is  likely  that  this  level  of  understanding  cannot  be 
reached  without  much  more  deliberate  attention  by  teachers. 

A Comparison  of  Results  on  Two  Successive 
Trials  by  the  Same  Teacher 

It  has  been  stated  already  that  the  teachers  operated  under 
handicaps  such  as  limited  understanding  of  economics  and  of  this  course 
in  particular.  Since  teacher  E was  to  repeat  the  course  during  the 
second  semester,  this  afforded  an  opportunity  to  see  whether  a second 
trial  would  produce  better  results  than  the  first.  Presumably  a 
semester  of  experience  should  make  a difference. 

The  comparison  to  be  reported  here  is  by  no  means  a carefully 
controlled  study.  It  could  not  be  because  of  differences  in  the  compo- 
sitions of  the  respective  classes,  and  in  other  conditions  apart  from 
the  teaching  itself.  In  view  of  these  differences,  it  was  decided  to 
match  pairs  of  subjects  from  the  two  classes--Group  2,  the  first- 
semester  class,  and  E's  second-semester  class.  Close  matching  with  re** 
spect  to  pretest , score  on  the  economics  test,  to  level  of  motivation, 
and  to  stated  academic  interests,  yielded  a sample  of  six  pairs.  The 
paragraphs  below  give  a descriptive  summary  comparing  the  performance  of 
these  two  samples  of  six  each,  on  largely  the  same  course  tests. 
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The  first-semester  students  gave  brief  and  unrelated  answers, 
especially  on  the  first  two  interim  tests,  in  which  they  related  only 
the  most  basic  concepts  of  scarcity  and  the  flows.  In  contrast,  the 
second-semester  students  recognized  and  discriminated  between  a greater 
number  of  concepts  such  as  efficiency,  GNT.  equilibrium,  value-added, 
and  the  function  of  consumer  savings. 

The  first-semester  students  had  a tendency  to  state  the  concepts 
in  a rote  manner  and  explained  them  vaguely  or  not  at  all,  whereas  the 
second-semester  students  related  and  explained  the  concepts  more  flu- 
ently using  economic  terms.  The  depth  of  their  understanding  was  re- 
vealed in  their  explanations  on  the  higher  level.  They  related  scarcity 
in  the  production  of  goods  and  services  to  scarcity  of  the  factors  of 
production.  They  related  the  four  basic  decisions  to  each  other  and  to 
final  production  rather  than  explain  them  as  isolated  steps.  They  re- 
lated efficiency  to  scarcity  and  the  allocation  of  resources,  in  con- 
trast to  the  tendency  of  first-semester  students  to  speak  of  equality  of 
division.  They  had  a broader  understanding  of  resources  to  include  all 
of  the  factors  of  production.  One  of  the  greatest  contrasts  appeared  in 
their  understanding  of  nat ional- income  accounting,  the  meaning  of  GNP, 
and  consumer  savings  and  investments  as  a source  of  loans.  They  also 
included  a broader  range  of  aspects  of  the  concept  or  problem  in  their 
explanations  such  as  the  possible  solutions  for  scarcity,  the  applica- 
tion of  scarcity  and  income  of  the  individual  to  that  of  the  nation,  the 
possibility  of  analysis  as  a result  of  relating  concepts  which  resulted 
from  understanding  the  four-fold  division  and  international  trade  and 
H consumer  savings.  Some  of  the  second-semester  students  were  able  to 

Bo 
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correlate  economic  concepts  to  the  extent  that  they  understood  growth; 
this  contrast  between  first-  and  second-semester  students  was  revealed 
in  both  the  written  questions  and  the  multiple-choice. 

The  greatest  over-al 1 improvement  of  second-semester  students 
was  apparent  in  the  quality  of  the  answers  to  written  questions,  which 
was  not  revealed  by  the  numerical  ratings.  The  first-semester  students 
achieved  a certain  degree  of  accuracy  for  giving  the  correct  answer  but 
they  were  hesitant  to  give  detailed  explanations  and  failed  to  relate 
concepts,  especially  in  the  first  part  of  the  course;  many  of  them  had 
a tendency  to  explain  their  answers  in  terms  of  their  own  economic  and 
political  philosophy  rather  than  in  terms  of  economic  theory,  much  of 
which  did  not  indicate  an  understanding  of  the  concept.  Some  of  the 
loss  of  points  by  second-semester  students  was  the  result  of  attempting 
explanations  beyond  a well-defined  understanding,  which  led  to 
inaccuracies. 

In  general,  the  second-semester  students  had  a clearer  grasp  of 
ideas  and  more  ability  to  work  with  them  as  well  as  to  recognize  and 
assimilate  facts.  It  may  be  inferred  that  a semester  of  experience  did 
make  an  important  difference  in  the  results  this  teacher  got. 

Assessment  of  Changes  in  Students 

Tablt.  25  reports  a variety  of  data  on  changes  in  the  three  sub- 
scores on  the  Test  of  Economic  Understanding.  Included  is  a test  of  the 
significance  of  differences  from  pre-  to  post- test  for  the  four  largest 
groups.  Of  further  interest  is  the  relative  order  of  the  gains  in 
average  proportion  of  items  passed  on  the  three  sub-sets:  covered, 
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subtly  covered,  and  non-covered  items.  This  relative  order,  as  expected 
on  logical  grounds,  was  found  to  be  borne  out  by  the  statistical  data. 
Thus,  Kendall's  coefficient  of  concordance,  W,  which  is  a measure  of  the 
degree  of  association  of  Jk  rankings  of  N.  objects,  came  out  as  .65  and 
is  significant  at  the  .01  level.11  The  average  rank-difference  coeffi- 
cient of  correlation  (r<j)  between  the  expected  order  and  the  actual 
order,  taken  over  all  ten  groups,  was  .61. 


11 


Siegel,  0£.  c?  t. . Table  R,  p.  286. 
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Table  25 


Pretest  and  Post-test  Data  for  the  Test  of 
Economic  Understanding,  Form  A 


Group 

Mean 

S. 

D. 

r12 

Diff ., 
M2-M! 

oil 

score 

Pre 

(i) 

Post 

(2) 

Pre 

(i) 

Post 

(2) 

1 

C 

9.20 

13.39 

3.79 

4.35 

.13 

4.19 

Ni=43 

SC 

4.32 

5.66 

2.17 

1.78 

.19 

1.34 

No  =42 

NC 

4.15 

5.24 

1.87 

1.69 

.17 

1.09 

2 

C 

7.46 

10.73 

2.12 

3.16 

.55 

3.27 

Nl=30 

SC 

4.85 

4.96 

1.51 

1.70 

-.14 

.11 

N2=26 

NC 

4.15 

4.34 

1.83 

2.15 

.35 

.19 

3 

C 

11.00 

17.44 

2.71 

2.50 

.21 

6.44 

N i =27 

SC 

5.96 

7.84 

1.75 

1.51 

.24 

1.88 

N2=26 

NC 

4.96 

7.12 

1.64 

1.70 

.36 

2.16 

4 

C 

10.56 

15.83 

2.59 

3.11 

-.07 

5.27 

N i =2 1 

SC 

5.39 

6.50 

1.57 

1 .50 

.06 

1.11 

N2=18 

NC 

5.H 

5.67 

1.49 

1.67 

.08 

.56 

5 

C 

10.48 

15.39 

3.17 

3.29 

.61 

4.91 

N i =32 

SC 

5.26 

5.94 

1 .46 

1.29 

.40 

. 68 

N2=3 1 

NC 

5.35 

5.26 

1.96 

1.88 

.46 

.09 

6 

C 

9.20 

14.25 

2.34 

3.03 

.28 

5.05 

N i =2 1 

SC 

4.40 

5.90 

1 .66 

1.87 

.17 

1.50 

No=20 

NC 

4.45 

5.15 

.92 

1.85 

-.01 

.70 

7 

C 

8.62 

10.69 

4.61 

4.50 

.77 

2.07 

N i = 1 6 

SC 

4.38 

5.81 

1.80 

2.07 

.34 

1.43 

N2=17 

NC 

4.38 

4.81 

1 .62 

1.29 

.55 

.43 

8 

C 

6.70 

9.82 

2.39 

3.80 

.42 

3.12 

Ni=58 

SC 

4.24 

4.86 

1.82 

2.05 

. 16 

.62 

N2=50 

NC 

4.06 

4.20 

1.49 

1.80 

.03 

- .14 

9 

C 

9.35 

12.41 

3.32 

3.93 

.47 

3.06 

N l = 1 8 

SC 

5.47 

6.53 

1.79 

1.85 

.16 

1.06 

N2=17 

NC 

3.94 

5.24 

1.80 

2.13 

.50 

1.30 

10 

C 

11.47 

16.59 

3.89 

3.75 

.67 

5.12 

N 1 =62 

SC 

5.34 

6.71 

1.75 

1.41 

.22 

1.37 

N2=59 

NC 

5.15 

6.86 

1.84 

1.84 

.51 

1.71 

Control 

C 

9.98 

8.58 

6.13 

3.32 

.20 

-1.40 

Ni=54 

SC 

5.04 

4.64 

1.90 

1.99 

.31 

- .40 

N2=50 

NC 

4.58 

4.42 

1.80 

1.56 

.19 

- .16 

Norm  Group3 

C 

12.22 

16.17 

b 

b 

b 

3.95 

N]=2307 

SC 

5.82 

7.03 

b 

b 

b 

1 .21 

N2=927 

NC 

5.75 

6.99 

b 

b 

b 

1.24 

aTwel ft h- grade  groups,  with  and  without  course  in  economics.  See 
Interpretive  Manual  and  Discussion  Guide,  Test  of  Economic  Understanding, 
Chicago:  Science  Research  Associates,  Inc.,  1964. 

^Data  could  not  be  obtained  from  manual. 
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Table  25  (Continued) 


% 

Gain 

<r 

Diff. 

C.R, 

Pi 

P2 

P2-Pi 

46 

.84 

4.99 

.35 

.52 

.17 

31 

.40 

3.35 

.36 

.47 

.11 

26 

.36 

3.03 

.35 

.44 

.09 

44 

• • 

.29 

.41 

.12 

2 

• • 

.40 

.41 

.01 

5 

• • 

.35 

.36 

.01 

59 

• • 

.42 

.67 

.25 

32 

• • 

.50 

.65 

.15 

44 

• • 

.41 

.59 

.18 

50 

• • 

.41 

.61 

.20 

21 

• • 

.45 

.5^ 

.09 

11 

• • 

.43 

.47 

.04 

47 

.51 

9.63 

.40 

.59 

.19 

13 

.27 

2.52 

.44 

.50 

.06 

2 

.36 

.25 

.45 

.44 

-.01 

55 

• • 

.35 

.55 

.20 

34 

• • 

.37 

.49 

.12 

16 

• • 

.37 

.43 

.06 

24 

• • 

.33 

.41 

.08 

33 

• • 

.37 

.48 

.11 

10 

• • 

.37 

.40 

.03 

47 

^50 

6.24 

.26 

.38 

.12 

15 

.36 

1.72 

.35 

.40 

.05 

(-  3) 

.33 

.42 

.34 

.35 

.01 

33 

• • 

• • 

.36 

.48 

.12 

19 

• • 

• • 

.46 

.54 

.08 

33 

• • 

• • 

.33 

.44 

.11 

45 

.40 

12.66 

.44 

.64 

.20 

26 

.26 

5.29 

.44 

.56 

.12 

33 

.24 

7.21 

.43 

.57 

.14 

(-14) 

.90 

1.55 

.38 

.33 

-.05 

(-  8) 

.32 

1.24 

.42 

.39 

-.03 

(-  3) 

.30 

.53 

.38 

.37 

-.01 

32 

• • 

• • 

.47 

.62 

.15 

21 

• • 

• • 

.48 

.59 

.11 

22 

• • 

• • 

.48 

.58 

.10 

| 


i 


788 


As  implied  in  the  description  of  evaluative  procedures,  each 
student  took  the  same  form  of  the  Special  Written  Questions  early  and 
late  in  the  course.  The  repetition  made  possible  the  study  of  improve- 
ment on  the  various  questions.  Tables  26-28  report  appropriate  data. 

All  three  groups  made  statistically  significant  gains  on  total  score, 
on  most  of  the  common  questions,  and  on  certain  of  the  remaining  ques- 
tions that  varied  according  to  the  form  of  the  test  booklet.  A descrip- 
tion and  interpretation  of  these  results  appears  in  Appendix  D and 
should  be  consulted  for  such  qualitative  details.  It  may  be  noted  here 
that  the  gains,  though  good,  still  left  considerable  room  for 


improvement . 
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The  third  and  final  instrument  that  yielded  data  on  changes  was 
the  single  page  calling  for  ratings  of  the  importance  of  nine  possible 
outcomes  of  an  economics  course.  An  analysis  of  variance  was  done  on 
these  two  sets  of  ratings  using  a three- factor  design.  The  factors  were 
A,  the  ten  groups,  treated  as  random  effects;  B,  the  nine  opinion  scales, 
fixed  effects;  and  C,  the  two  times  or  occasions  when  the  ratings  were 
made,  fixed  effects.  The  results  of  this  analysis  appear  in  Table  29. 
They  indicate  that,  with  respect  to  the  ratings  under  consideration, 
the  groups  may  be  considered  random  samples  from  the  same  population. 

The  main  effect  for  the  factor  of  opinions,  disregarding  time,  was 
large;  that  is,  there  were  statistically  significant  differences  between 
the  several  outcomes  rated.  There  was  evidently  no  significant  effect 
for  the  factor  of  time  by  itself.  But  significant  interactions  were 
present  between  groups  and  times,  and  between  particular  outcomes  and 

t imes . 

Differences  between  the  ordered  means  for  the  nine  possible 
outcomes  appear  in  Table  30.  Each  of  these  ordered  means  is  an  average 
of  the  pre-  and  post-means  for  that  rated  possible  outcome.  The 
majority  of  the  differences  between  one  mean  and  another  came  out  as 
statistically  significant.  The  table  is  read  by  comparing  the  particu- 
lar difference  with  the  difference  required  for  statistical  significance 
"Steps  apart"  is  one  more  than  the  actual  difference  in  rank  order. 


Analysis  of  Variance  for  Data  on  Opinions 
about  Outcomes  of  Economics 


r 


xsmmmm 





v 


793 


i 

I 

i 


i 


Significant  at  .05  level. 
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Of  especial  interest  is  the  fact  that  the  outcome  f,  learning 
the  structure  of  economics,  was  rated  lowest  In  importance  on  the  average 
of  the  before-and-after  means.  It  is  clear  that  ninth-grade  students 
regard  this  possible  outcome  as  of  little  Importance  to  them.  Possible 
outcome  learning  reference  sources,  fared  much  the  same.  At  the 
other  end,  possible  outcomes  having  themes  of  applying  economics,  as  b, 
managing  one's  own  financial  affairs,  and  j.,  studying  important  social 
problems,  were  rated  highest.  To  a considerable  extent,  outcomes  a,  c, 
and  Ji  also  seemed  to  fit  in  with  this  theme  of  practical  application. 

The  course,  then,  did  not  change  the  views  of  students  on  the 
importance  of  learning  the  structure  of  economics,  at  least  so  far  as 
this  kind  of  evidence  showed.  This  datum  Is  consistent  with  the  rela- 
tively poorer  showing  of  the  students  on  questions  sampling  understanding 
of  the  unfolding  structure.  Ncr  did  the  course  change  the  views  of  stu- 
dents on  most  of  the  other  possible  outcomes,  considering  all  groups 
together.  Two  exceptions  were  d,  learning  definitions,  and  h,  learning 
important  factual  knowledge,  each  of  which  dropped  about  a third  of  a 
point  on  the  average. 

Assessment  of  Student  Opinions  and 
Attitudes  about  the  Course  as  a Whole 

We  come  now  to  some  final,  and  obviously  crucial,  evidence:  the 

way  students  felt  about  the  course  after  they  had  nearly  completed  it. 
The  core  of  this  evidence  was  the  student  responses  to  four  items  in  the 
End-of-Course  Questionnaire,  and  it  is  summarized  in  Tables 
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As  to  the  amount  of  material,  about  half  of  the  total  group  felt 
this  was  about  right  and  about  half  thought  there  was  at  least  somewhat 
more  material  to  cover  than  there  was  time  for*  This  latter  figure  is 
high  enough  to  suggest  that,  for  some  groups  at  least,  more  time  is 
needed  to  cover  the  units  as  developed  for  the  first  tryout.  But  this 
suggestion  needs  careful  weighing,  considering  the  handicaps  under  which 
some  of  the  classes  operated.  Group  2,  for  example,  started  the  course 
about  three  weeks  after  the  others;  and  groups  7 and  9»  which  also  had 
rated  the  amount  of  material  as  excessive,  did  not  have  the  benefit  of 
good  teacher  preparation. 

Degree  of  liking  for  the  course  was,  on  the  whole,  good.  About 
17  percent  expressed  dislike,  26  percent  neutral,  and  57  percent,  some 
degree  of  liking.  It  is  especially  noteworthy  that  the  group  which 
had  the  least  academic  promise,  group  8,  was  near  the  top  in  its  liking 
for  the  course.  This  group  had  the  benefit  of  good  teacher  preparation 

and  effort. 

The  item  concerning  the  difficulty  of  the  course  tended  to  elicit 
a wider  spread  of  opinion  than  the  preceding.  Table  33  shows  variation 
between  the  classes  in  opinion,  with  some  slight  over-all  tendency  to 
regard  the  course  as  harder  than  other  courses  being  taken. 

In  one  sense,  the  crucial  test  is  whether  or  not  the  students 
would  recommend  the  course  for  the  next  group  of  ninth-graders  in  their 
school.  Here  we  find  that  half  of  the  total  sample  would  recommend  it, 
that  about  30  percent  were  neutral,  and  that  about  20  percent  would  not 
recommend  it.  V/hi le  one  might  hope  for  a greater  percent  of  recommenda- 
tions, the  results  are  by  no  means  discouraging  for  a first  trial. 


Ratings  of  Amount  of  Material  Covered  in  the  Course 
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Ratings  of  Degree  of  Liking  or  Disliking  the  Course 
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In  order  to  understand  the  influences  behind  the  students'  recom- 
mendations, certain  coefficients  of  correlation  were  computed  as  shown 
in  Table  35.  Responses  a.  and  b,  on  the  recommendat ion- i tern  were  coded  0; 
response  £ was  coded  1.  Coefficients  were  also  run  with  degree  of  liking 
as  a criterion.  The  data  show  that  the  recommendation  was  not  highly 
predictable,  though  there  were  some  small  positive  relationships  with 
certain  measures  obtained  early  in  the  course.  Three  such  correlates 
are  measures  of  intellectual  interests  (variables  10,  12,  and  15)  and 
make  good  sense  in  this  context.  Liking  for  the  course  correlated  the 
highest  with  recommendation,  but  this  cannot  be  considered  a predictive 
relationship  as  the  respective  judgments  were  obtained  almost  simulta- 
neously at  the  end  of  course. 

An  attempt  to  find  a relation  between  the  mean  recommendation 
for  each  of  the  several  groups,  and  the  teacher's  degree  of  adherence  to 
the  prescriptions  for  structure  and  discovery,  was  not  successful.  The 
rank-order  correlation  was  .15,  too  small  to  be  significantly  different 
from  a zero  correlation.  The  corresponding  figure  for  degree  of  liking 
and  degree  of  adherence  was  .22,  also  too  small  to  be  statistically 
significant. 

The  part  of  the  questionnaire  titled  "Word  Associations"  also 
yielded  data  on  views  of  the  course.  Means  on  the  ten  scales  for  "This 
Course  in  Economics"  hovered  about  the  mid-point  on  the  5-point  scale, 
except  for  three  scales.  Scales  1,  10,  and  5 (useful,  important,  and 
good,  respectively)  averaged  out  about  4 with  a standard  deviation  of 
about  1.  These  three  means  thus  constitute  further  evidence  of 
favorable  opinion. 
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Table  35 


Correlations  between  Selected  Variables 
and  Two  Final  Ratings  of  Course 


Variable 


Recommen- 
dat ion 


Li ki ng 


Ratings  of  possible  outcomes, 

Student  Information  Form,  p.  2 

1.  (a)  (analyze  arguments)  

2.  (b)  (manage  own  affairs)  . . . . • • • • 

3.  (c)  (explain  economic  conditions)  . . . 

4.  (d)  (learn  definitions)  

5.  (e)  (interpret  economic  data)  

6.  (f)  (learn  structure  of  economics)  . . . 

7.  (g)  (learn  reference  sources)  

8.  (h)  (learn  facts)  

9.  (k)  (apply  to  social  problems)  

Sea  1 es  f rom  Stern. Activities  Index 

10.  Humanities,  Social  Science  

11.  Reflectiveness  

12.  Understanding  

13.  Achievement  . . . . » 

14.  Counteraction  

15.  Energy  

16.  Order  

17.  Practicalness  

18.  Science  

19.  Achievement  Motivation  scale  

20.  Pretest,  Test  of  Economic  Understanding 

21.  Pretest,  Special  Written  Q's.  1-3  . . . 

22.  Composite  index  of  achiev.  in  course  . . 

Ratings  of  course  at  end 

23.  Amount  of  material  

24.  Difficulty  

25.  Degree  of  1 iking 

26.  Over-all  recommendation  


.01 

.04 

.06 

.09 

.06 

.05 

.05 

.07 

. 14* 

.17** 

.04 

.14* 

-.01 

.03 

-.01 

.08 

.11 

.01 

.20** 

.20** 

.09 

.07 

.25*** 

,24*** 

.VI 

.15* 

.09 

.12 

.15* 

.15* 

.00 

.07 

.09 

.08 

.15* 

.16** 

.11 

.09 

.15* 

.12 

.08 

.09 

.23*** 

.17** 

-.18** 

-.19** 

-.14* 

-.28*** 

.40*** 

• • 

• • • • 


★Significant  at  the  .05  level. 
★★Significant  at  the  .01  level. 
★★★Significant  at  the  .001  level. 
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Generally,  students  did  not  differentiate  their  concept  of  eco- 
nomics from  their  concept  of  this  course.  In  fact,  their  mean  ratings 
of  these  two  on  the  accompanying  scales  did  not  show  any  statistically 
significant  differences.  A factor  analysis  of  ratings  on  the  ten  scales 
yielded  highly  similar  patterns  for  these  two  concepts.  The  largest 
factor  consisted  of  scales  3,  5,  and  6 (exciting,  enjoyable,  interesting); 
the  next  largest,  scales  1 and  10  (useful,  important);  then  scales  2 and 
8 (clear,  easy);  scale  9 by  itself  (definite);  and  scale  7 (good-bad), 
which  also  had  small  loadings  on  the  first  three  factors  mentioned. 

General  Conclusions  on  Course  Evaluation 

In  this  chapter  and  in  the  accompanying  appendixes,  a variety 
of  results  has  been  presented  and  reviewed.  The  results  on  achievement 
show  that  the  students,  on  the  whole,  did  fairly  well  but  still  have 
some  distance  to  go  toward  the  higher- level  objectives.  The  results 
also  show  considerable  variation  within  groups,  and  to  some  extent 
between  groups,  so  that  precise  generalizations  about  actual  and  expected 
levels  of  accomplishment  are  impossible  to  make.  Some  groups--those  of 
superior  scholastic  ability  and  superior  scholarship— d id  well  indeed, 
considering  that  this  was  a first  trial  for  the  teacher.  There  can  be 
little  doubt  that  this  kind  of  economics  course  is  appropriate  for  them 
at  the  ninth-grade  level.  Other  groups,  less  able  academically,  did 
well  at  their  level  and  also  gave  evidence  of  liking  the  course  as  well 
as  the  abler  groups.  So  it  would  be  hard  to  say  that  economics  is  not 
appropriate  for  them.  A good  teacher  should  be  able  to  make  this  course 
interesting  and  profitable  for  ninth-grade  students  in  the  typical  range 
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of  general  ability.  There  was  evidence  for  that  in  this  Project.  But 
ninth-grade  students  may  not  reach  the  higher  levels  of  sophistication, 
such  as  the  appreciation  of  the  unfolding  structure,  without  a more 
diligent  effort,  a longer  period  of  time  for  the  abstractions  to  get 
through,  and  teachers  who  are  experienced  in  and  dedicated  to  teaching 


such  a course. 


CHAPTER  V 

THE  RELEVANCE  OF  THE  PROJECT  TO  THE 
SOCIAL  STUDIES  CURRICULUM 

From  the  foregoing  chapters  it  should  be  apparent  that  the  pre- 
paration of  the  economics  curriculum  materials  has  been  guided  by  two 
main  cons i derat ions-a  strict  adherence  to  a structure  of  economics  as  a 
discipline  and  the  use  of  the  discovery  approach  as  the  most  effective 
means  of  aiding  students  to  acquire  an  understanding  of  a structure  of 
economics.  The  emphasis  upon  a structured  approach  involved  the  devel- 
opment of  materials  which  would  form  an  unfolding  sequence  of  economic 
concepts,  while  the  emphasis  upon  discovery  involved  minimizing  the 
teacher's  role  as  didactic  instructor  and  maximizing  the  student's  role 
as  investigator.  The  overall  approach  may  be  termed  the  structure- 
discovery  approach. 

This  concluding  chapter  will  differentiate  between  the  disci- 
pline-centered approach  and  the  subject-centered  approach  in  the  social 
studies  curriculum  and  suggest  ways  in  which  these  materials  may  be  used 
in  the  social  studies  curriculum  of  the  secondary  schools.  It  will  also 
consider  some  of  the  implications  which  these  materials  have  for  teacher 
preparation  and  teacher  status. 

It  should  be  understood  that  the  discipline-centered  approach  to 
the  study  of  economics  or  other  social  science  disciplines  is  not  the 
equivalent  of  "the  subject-centered  approach".  Although  both  approaches 
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do  indeed  lay  stress  upon  the  importance  of  content,  the  former  implies 
the  logical  progression  of  unfolding  ideas  and  concepts  within  a given 
di scipl i ne  whi le  the  latter  tends  to  ignore  the  logical  relationships 
of  ideas  and  concepts  and  often  emphasizes  instead  a series  of  isolated 
facts,  unrelated  to  concepts,  which  should  be  committed  to  memory.  Stu- 
dent competence  in  the  use  of  economics  analysis  in  the  analysis  of 
societal  problems,  not  the  ability  to  repeat  from  memory  economic  facts, 
has  been  a major  thrust  of  this  project.  In  addition,  the  emphasis  upon 
discovery  on  the  part  of  the  student  is  designed  to  develop  individuals 
who  are  capable  of  independent  thinking  and  who  can  reflectively  examine 
their  beliefs—  modifying  or  affirming  them  on  the  basis  of  evidence 

arrived  at  through  their  skill  in  economics  analysis. 

In  summary  then,  we  have  chosen  to  stress  the  structure- 
discovery  approach  to  the  study  of  economics  because  of  our  belief  that 
this  approach  is  an  effective  way  of  acquiring  understanding  of  an  un- 
folding structure  of  the  discipline  of  economics.  It  is  also  our  belief 
that  because  of  the  present  state  of  economics  analysis  and  its  direct 
relevance  to  the  students'  lives,  it  offers  unique  opportunities  for 
developing  student  capacity  for  reflective  thought. 

This  concern  with  the  relevance  of  the  discipline  of  economics 
to  the  students'  understanding  of  the  world  in  which  he  must  live  led  to 
the  development  of  Unit  18  which  should  be  viewed  as  an  example  of  the 
kind  of  unit  which  attempts  to  span  the  distance  between  economics 
studied  as  an  academic  discipline  and  economics  used  in  the  analysis  of 
societal  problems.  Used  in  this  way  the  economics  course  based  on  the 
materials  produced  by  the  Economics  Curriculum  Project  becomes  one  among 
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other  structured  courses  in  the  secondary  school  curriculum.  The  goal 
of  these  courses  would  be  the  development  of  individuals  who  have  an 
understanding  of  the  structure  of  the  various  disciplines  and  who  show 
competence  in  the  analysis  of  economic,  political  and  social  problems  in 
an  historical  or  current  context.  Such  courses  would  also  provide  stu- 
dents with  the  opportunity  to  reflectively  examine  their  own  economic, 
political  and  social  beliefs.  This  examination  of  personal  values  or 
societal  problems  would  take  place  at  the  latter  part  of  each  discipline- 
oriented  course  as  was  done  in  Unit  18  of  the  economics  materials. 

Another  use  of  these  materials  in  the  social  studies  curriculum 
is  to  view  the  economics  course  as  one  among  a series  of  structured 
courses  (political  science,  economics,  sociology,  anthropology)  which 
eventually  lead  to  an  integrated  interdisciplinary  course.  Such  an  inte- 
grated course  might  be  developed  around  several  alternative  approaches: 
students  could  use  their  analytical  skills  and  conceptual  insights 
(attained  in  their  study  of  the  various  disciplines)  in  the  analysis  of 
broad  societal  problems  such  as  those  encountered  in  a study  of  techno- 
logical changes,  conservation  of  resources,  population  growth,  and  urban- 
ization. The  students'  skills  in  the  use  of  social  science  concepts  and 
analysis  might  also  be  used  within  the  context  of  a world  civilization 
course  in  which  they  would  hopefully  enlarge  their  understanding  of  the 
world  by  adding  economic,  sociological  and  anthropological  dimensions  to 
the  basic  political  and  chronological  approach. 

The  foregoing  by  no  means  exhaust  the  al ternat i ve  ways  in  which 
these  economics  materials  (and  those  developed  around  the  other  social 
science  disciplines)  may  be  used  within  the  social  studies  curriculum. 
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They  are  merely  suggestive  of  the  possibilities  and  stress  the  flexi- 
bility of  the  materials.  One  word  of  caution,  however,  should  be  added: 
it  has  been  the  assumption  of  the  Project  staff  that  the  structure  and 
logical  unfolding  of  economic  concepts  enhances  the  learning  process  and 
that  any  approach  which  tends  to  break  this  unfolding  process  (e»g»  a 
current  affairs  orientation)  should  be  avoided.  This  does  not  imply 
that  there  is  no  place  in  the  social  studies  curriculum  for  courses  ori- 
ented to  current  affairs,  or  to  broad  topics  or  problems.  It  does  mean 
that  every  effort  should  be  made  to  preserve  the  structure  of  the  disci- 
pline during  the  teaching  of  this  course.  Once  the  structure-discovery 
approach  is  understood  it  is  to  be  hoped  that  current  affairs  and  social 
problem  oriented  courses  will  be  more  meaningful  to  the  students. 

Because  of  the  similarity  of  the  discipline-centered  approach  to 
subject-centered  approach  there  is  great  danger  that  in  the  hands  of 
teachers  who  are  unaware  of  the  need  for  reflective  thinking,  discipline- 
oriented  materials  may  become  a series  of  dreary,  inert  exercises  in  the 
recitation  of  memorized  structure.  To  help  prevent  this  and  to  promote 
effective  teacher  use  of  these  materials,  it  will  be  necessary  to  give 
present  and  future  teachers  training  which  emphasizes  the  structure- 
discovery  approach  to  the  study  of  economics  and  the  other  social 
sciences. 

The  very  nature  of  the  current  project's  stress  upon  the  struc- 
ture of  the  discipline  implies  a special  concern  with  adequate  teacher 
grounding  in  the  content  of  economics.  It  is  necessary  to  emphasize  that 
the  preparation  of  social  studies  teachers  requires  a different  orienta- 
tion than  that  required  for  the  preparation  of  economic  specialists. 
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This  is  not  meant  as  denigration  of  content  courses  as  such,  but  simply 
points  to  the  fact  that  the  objectives  of  the  secondary  school  teacher 
are  different  from  those  of  the  academic  specialist. 

It  is  the  opinion  of  the  writers  that  adequate  preparation  of 
prospective  teachers  does  not  merely  consist  of  "hours"  taken  in  eco- 
nomics courses.  Instead,  the  main  emphasis  should  be  placed  upon  having 
prospective  teachers  take  courses  which  are  explicitly  oriented  toward 
a structured  approach  to  economics.  This  presupposes  that  those  who 
teach  economic  structure  to  secondary  teachers  will  have  dual  competence 
as  experts  in  the  discipline  and  as  educators.  They  should  also  be 
sensitive  to  the  pedagogical  problems  of  teaching  economics  at  the 
secondary  level. 

It  is  apparent,  too,  that  prospective  teachers  must  be  able  to 
think  reflectively  if  they  are  to  encourage  this  type  of  thinking  in 
their  students.  Knowledge  of  content  alone  is  no  guarantee  of  their 
ability  to  participate  in  the  reflective  analysis  of  social  and  economic 
problems.  College  courses  should  be  designed  so  that  prospective 
teachers  will  have  the  opportunity  of  reflectively  examining  their  own 
economic  beliefs  and  values.  In  addition  to  competence  in  his  area  of 
specialization,  the  teacher  must  have  some  competence  in  handling  the 
structures  of  the  other  social  sciences--a  competence  gained  by 
teacher  participation  in  the  discovery  of  these  respective  structures. 

The  use  of  the  economics  materials  by  the  schools  will  entail 
re-training  and  reorientation  of  present  teachers.  Once  again,  the 
stress  must  be  placed  not  on  the  quantity  of  course  work  taken  but  upon 
the  quality  of  such  courses  as  measured  by  their  adherence  to  the 
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structure-discovery  approach.  The  materials  themselves  are  of  such  a 
nature  that  they  may  be  used  in  a program  of  in-service  training  to  aid 
the  teacher  gain  competence  in  handling  a structural  approach  to  the 
teaching  of  economics.  Used  in  the  re-training  of  teachers  these  materi- 
als may  be  viewed  as  an  open-ended  starting  point  which,  rather  than  re- 
placing the  teacher  with  a package  of  teaching  aids,  actually  encourages 
him  to  become  professionally  involved  in  the  development  of  curricular 
materials.  One  way  of  involving  the  teachers  would  be  by  having  them 
participate  in  a two  or  three  week  orientation  program  conducted  by 
persons  who  are  thoroughly  familiar  with  the  structure-discovery  approach 
to  the  teaching  of  economics.  Such  an  orientation  should  acquaint 
teachers  with  an  unfolding  overview  of  the  course  and  give  them  an  oppor- 
tunity to  prepare  in  detail  a number  of  learning  situations  to  be  used 
as  alternatives  to  those  presented  in  the  materials.  Practice  in  the 
adaptation  of  the  materials  under  the  guidance  of  qualified  personnel 
would  reduce  the  possibilities  of  future  teacher  adaptations  which  might 
violate  the  structure-discovery  approach.  This  orientation  program 
should  also  include  a series  of  seminars  for  teachers  where  they  would 
examine  in  detail  the  structure-discovery  approach  and  related  economic 
concepts . 

The  emphasis  upon  open-ended  teaching  materials  has  been  inten- 
tional and  is  meant  as  an  antidote  for  the  tendency  of  curriculum  pro- 
jects to  prepare  materials  which  the  teacher  transmits  in  toto  to  the 
students.  The  project  staff  has  never  taken  the  position  that  the 
materials  produced  by  the  Economics  Curriculum  Project  would  by  the 
final  work  in  economic  education.  The  successful  use  of  the  materials 
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will  require  teachers  who  are  reflective  and  informed.  The  materials 
are  not  meant  to  be  a short  cut  formula  which  will  allow  anyone  to  teach 
economics.  Such  an  approach  would  be  incongruous  with  the  notion  of  the 
discipline  from  which  the  materials  are  derived.  It  would  also  cast  the 
teacher  in  the  role  of  an  adopter  of  materials  created  for  him  by  far- 
removed  experts  and  reduce  his  own  opportunities  to  innovate.  The  pro- 
ject staff  has  made  every  effort  to  avoid  the  stance  of  dispensing 
economic  truth  packages  to  incompetent  teachers.  The  knowledgeable  and 
confident  teacher  has  been  the  focus  of  our  activities.  We  believe  that 
teacher  control  of  the  innovation  procedure  coupled  with  project  materi- 
als which  are  designed  for  adaptation,  not  simply  adoption,  yields  the 
most  effective  program  for  implementing  the  materials  produced  by 
national  curriculum  projects  and  for  enhancing  the  professional  status 
of  teachers.  These  materials  are  offered  in  the  hope  thcjt  the  teacher 
will  not  feel  bound  by  them  but  will  feel  free  to  adapt  them  to  his  own 
particular  needs.  The  only  restriction  placed  upon  the  teacher  should 
be  that  he  adheres  to  the  basic  structure-discovery  approach  and  the 
implications  of  this  approach  outlined  earlier  in  this  chapter. 
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APPENDIX  A 

OBJECTIVES  OF  THE  LEARNING  SITUATIONS1 

Unit  1 - Definition  of  Scarcity 
Situation  1 - Needs  and  Wants 

To  distinguish  between  needs  and  wants.  (K  1.11) 

Situation  2 - Goods  and  Services 

a.  To  distinguish  between  goods  and  services.  (K  1.11) 

b.  To  classify  goods  and  services  into  those  intended  for  con- 
sumer and  those  intended  for  producer.  (K  1.23) 

Situation  3 - Concept  of  Scarcity 

a.  To  recognize  that  scarcity  is  a universal  condition  of  man. 
(K  1.31) 

b.  To  distinguish  between  total  scarcity  and  relative  scarcity. 
(K  1.11) 

c.  To  translate  into  symbolic  form  the  mathematical  verbal  def- 
inition of  scarcity  as  an  inequality  relationship.  (C  2.10) 


1 These  stated  objectives  have  been  tentatively  classified  into 
categories  of  the  Taxonomy  of  Educational  Objectives,  Handbook  I: 
Cognitive  Domain,  edited  by  B.  S.  Bloom  (New  York:  David  McKay,  1956). 

The  letter  and  number  refer  to  this  classification.  It  should  be  under- 
stood that  each  objective  may  be  prefaced  by  the  expression,  "The  stu- 
dent should  be  able";  also  that  "recognize"  does  not  convey  the  extent 
of  knowledge  and  understanding  desired.  An  expression  such  as  "recog- 
nize, state,  and  explain"  would  come  closer  to  the  intended  objective  in 
each  such  instance. 
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Situation  4 - Self-Evaluation2 

To  translate  given  data  about  total  and  relative  scarcity  from 
symbolic  form  into  a mathematical  verbal  context.  (C  2.10) 


Unit  2 - Definition  of  Factors  of  Production 

Situation  1 - What  are  the  Factors  of  Production? 

a.  To  recognize  that  the  scarcity  of  goods  and  services  is  due 
to  the  scarcity  of  the  factors  used  to  produce  them. 

(K  1.30 

b To  arrange  and  combine  the  factors  necessary  for  the  opera- 
tion of  a small  enterprise  in  order  to  explain  the  process  of 
production.  (S  5.30) 

c.  To  translate  one's  classification  system  for  the  factors  of 
production  into  those  categories  conventionally  used  by 
economists.  (C  2.10)  (K  1.23) 

Situation  2 - Human  and  Natural  Resources 

a.  To  develop  a definition  of  the  term  "resource".  (K  1.11) 

b.  To  recognize  that  the  classification  of  a physical  substance 
as  a natural  resource  is  dependent  upon  existing  technology, 
geographic  location,  and  the  existing  wants  of  human  beings. 

(K  1.31) 

Situation  3 - Capital 

To  distinguish  between  real  capital  and  money  capital.  (K  1.11) 
Situation  4 - The  Entrepreneur 

To  define  the  role  of  the  entrepreneur  as  a factor  in  the  pro- 
duction process.  (K  1.31) 

Situation  5 - Government  as  a Factor  of  Production 

To  define  the  role  played  by  certain  government  services  in  the 
production  process.  (K  1.31) 


^Situation  3 and  Situation  4 have  been  combined  in  the  revised 
materials. 
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Situation  6 - Self-Evaluation*' 

To  describe  a local  business  firm  on  the  basis  of  its  use  of  the 
factors  of  production.  (Ap  3.00) 


Unit  3 - What  to  Produce? 

Situation  1 - The  Decision  about  What  to  Produce 

a.  To  recognize  that  the  scarcity  of  the  factors  of  production 
forces  men  to  make  decisions  about  what  to  produce.  (K  1.31) 

b.  To  recognize  that  every  society  must  decide  what  proportion 
of  the  available  factors  of  production  it  desires  to  allo- 
cate to  the  production  of  consumer  goods  and  services  and 
what  proportion  to  allocate  to  the  production  of  producer 
goods  and  services.  (K  1.31) 

c.  Given  hypothetical  units  of  factors  of  production,  to  allo- 
cate these  between  various  goods  and  services  so  that  one  can 
recognize  the  implications  and  consequences  of  various  deci- 
sions about  what  to  produce.  (C  2.30)  < 

Situation  2 - Discussion  of  Present  versus  Future  Goods 

a.  To  make  a sequence  of  decisions  about  what  to  produce  under 
a given  set  of  conditions.  (S  5*20) 

b.  To  create  a rationale  for  the  choices  made  in  (a).  (S  5*30) 

Situation  3 - The  Market  Economy  - A System  of  Signals 

To  recognize  the  market  system  as  a theory  of  the  way  decisions 

about  what  to  produce  are  made  in  the  United  States.  (K  1.32) 


Unit  k - Allocating  the  Resources 
Situation  1 - Changing  Wants 

To  recognize  that  changes  in  human  wants  require  changes  in  the 
allocation  of  resources.  (K  1.30 


3 


Situation  5 and  Situation  6 have  been  combined 


materials. 


in  the  revised 
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Situation  2 - Mobility  of  Resources 

To  recognize  that  in  a market  economy,  prices,  geographic  Joca 
tion,  skills,  and  other  social-psychological  factors  all  influ 
ence  the  mobility  of  resources.  (K  1.31) 


Unit  5 - Stimulating  Efficiency 

Situation  1 - Definition  of  Efficiency 

a.  To  recognize  that  the  scarcity  of  resources  in  a society  pro- 
motes the  desire  to  use  them  efficiently.  (K  1.31) 

b.  To  distinguish  between  gains  in  production  and  gains  in  pro- 
ductivity in  accounting  for  increased  production  within  a 
society.  (K  1.11) 

c.  To  translate  into  symbolic  form  the  mathematical  verbal  def- 
inition of  efficiency.  (C  2.10) 

d.  To  apply  to  concrete  situations  the  formulas  for  calculating 
gains  in  production  resulting  from  increased  efficiency. 

(Ap  3.00) 

Situation  2 - Specialization 

a.  To  recognize  that  specialization  is  a means  for  increasing 
total  output  without  increasing  total  input.  (K  1.31) 

b.  To  check  the  consistency  of  the  hypothesis  that  specializa- 
tion under  the  conditions  of  equal  advantage  or  comparative 
advantage  between  two  producers  leads  to  gains  in  productiv- 
ity. (An  4.20) 

c.  To  recognize  that  gains  in  productivity  because  of  speciali- 
zation are  limited  by  social-psychological  restraints. 

(K  1.31) 

Situation  3 - Gains  in  Efficiency  from  Scale  of  Production 

To  recognize  that  increasing  the  scale  of  operation,  within  lim- 
its, leads  to  greater  efficiency  in  the  use  of  resources. 

(K  1.31) 

Situation  4 - Motivation  to  be  Efficient 

a.  To  recognize  that  the  desire  on  the  part  of  individuals  to 
be  efficient  is  a basic  requirement  in  any  society  that  de- 
sires the  greatest  utilization  of  its  resources.  (K  1.31) 
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b.  To  recognize  that  if  a society  desires  efficiency,  it  must 
provide  incentive  for  its  members  to  be  efficient.  (K  1.31) 


Unit  6 - Dividing  the  Goods  and  Services 

Situation  1 - Ways  of  Dividing  Goods  and  Services  Among  Consumers 

a.  To  recognize  that  no  society  produces  enough  goods  and  ser- 
vices to  satisfy  all  the  wants  of  its  members;  therefore, 
every  society  must  have  some  means  of  deciding  who  gets  what. 
(K  1.31) 

b.  To  recognize  that  (1)  every  society  distributes  its  produc- 
tion by  one  or  more  of  the  following  methods:  (a)  equally 

among  all  members,  (b)  by  the  status  of  the  individual,  (c) 
by  an  individual's  ability  and  willingness  to  buy;  and  that 
(2)  in  most  societies,  one  of  the  three  methods  predominates. 
(K  1.31) 

c.  To  apply  to  concrete  situations  these  facts  about  methods  of 
distribution.  (Ap  3.00) 

Situation  2 - The  Ability  and  Willingness  of  Consumers  to  Buy 

a.  To  recognize  that  in  a market  economy,  the  distribution  of 
goods  and  services  is  predominantly  based  on  an  individual's 
ability  and  willingness  to  buy.  (K  1.31) 

b.  To  derive  the  proposition  that  as  an  individual's  income 
changes,  his  willingness  to  buy  various  goods  and  services 
also  changes.  (C  2.20) 

Situation  3 - The  Businessman  as  a Buyer  of  Goods  and  Services 

a.  To  recognize  that  the  factors  which  influence  the  consumer's 
ability  and  willingness  to  buy  differ  from  those  which  in- 
fluence the  businessman.  (K  1.31) 

b.  Within  the  context  of  a given  situation,  to  extend  the  given 
data  in  order  to  determine  the  implications  and  consequences 
of  a businessman's  decision  to  make  a change  in  production. 

(C  2.30) 
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Unit  7 - Definition  of  Flows 

Situation  1 - Introduction  to  the  Two  Related  Flows 

a.  To  recognize  that  societies  do  not  make  the  four  basic  eco- 
nomic decisions  as  separate  decisions  but  that  these  deci- 
sions are  interwoven  in  a dynamic  relationship.  (K  1.31) 

b.  To  recognize  the  conception  of  flows  (flow  of  goods  and  ser- 
vices and  flow  of  money)  as  a theoretical  construct  for  ex- 
plaining the  dynamic  interaction  of  economic  events. 

(K  1.32) 

c.  To  recognize  that  i ncome  gene ra t ed  is  egual  to  the  value 
added  in  the  process  of  producing  goods  and  services. 

(K  1.31) 

d.  Given  hypothetical  data  about  costs  of  production,  to  deter- 
mine the  value  added  at  each  stage  of  production,  and  to  in- 
dicate the  direction  of  the  two  flows.  (Ap  3.00) 

L 

Situation  2 - The  Twin  Flows  - A Simplified  Model 

a.  To  recognize  that  some  degree  of  balance  must  exist  between 
the  two  flows  in  order  to  provide  a continuity  of  economic 
activity.  (K  1 .31) 

b.  To  recognize  that  the  egual ity  between  total  income  generated 
and  total  value  added  which  holds  in  the  production  of  a sin- 
gle product  also  applies  in  the  aggregate  production  of  a 
society.  (K  1.30 

c.  To  derive  original  explanations  of  the  means  by  which  the 
continuous  nature  of  the  interacting  flows  are  perpetuated. 

(S  5.10) 


Unit  8 - Measuring  the  Nation's  Income 

Situation  1 - Changing  Prices  and  the  Value  of  Money 

a.  To  recognize  that  measuring  changes  in  the  performance  of  the 
economy  as  changes  in  the  level  of  GNP  reguires  adjustment  of 
the  GNP  to  compensate  for  any  changes  in  the  level  of  prices 
that  may  have  occurred.  (K  1.31) 


Although  the  objectives  remained  the  same  in  the  revised  materi- 
als, the  setting  within  the  learning  situation  was  changed. 
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b.  To  recognize  that  the  value  of  money  is  inversely  propor- 
tional to  the  level  of  prices.  (K  1.30 

Situation  2 - Extablishing  a Price  index 

a.  To  explain  the  use  of  the  price  index  which  economists  have 
developed  for  making  adjustments  in  GNP  for  changes  in 
prices.  (K  1 .25) 

b.  To  apply  the  procedure  of  adjusting  for  price  changes  to 
hypothetical  GNP  figures.  (Ap  3.00) 

Situation  3 “ Comparing  GNP's  in  Terms  of  Constant  Dollars 

a.  To  apply  the  procedure  of  adjusting  for  price  changes  to 
actual  GNP  figures  for  the  United  States.  (Ap  3.00) 

b.  To  interpret  trends  in  the  GNP  for  the  United  States  when 
the  GNP's  are  stated  in  constant  dollars.  (2.20) 

c.  To  recognize  that  the  use  which  will  be  made  of  the  compared 
GNP's  determines  the  selection  of  the  base  year  to  be  used 
in  making  the  adjustment  for  price  changes.  (K  1.31) 


Unit  9 ~ Definition  of  Economic  Growth 

Situation  1 - The  Problem  of  Measuring  Economic  Growth 

To  recognize  that  comparisons  of  constant  GNP  figures  for  two 
widely  separated  years  do  not  give  an  indication  of  qualitative 
changes  in  the  products  that  may  have  taken  place.  (K  1.31) 

Situation  2 - Measuring  Economic  Growth  in  Terms  of  Population 

a.  To  calculate  the  constant  GNP  per  capita  for  a given  year 
from  the  relevant  data.  (K  1.25) 

b.  To  recognize  that  a steady  increase  in  adjusted  per  capita 
GNP  is  an  indication  of  economic  growth  in  a society. 

(K  1.31) 

Situation  3 - Economic  Growth  - Inputs  and  Efficiency 

a.  To  recognize  that  an  increase  in  adjusted  per  capita  GNP  is 
caused  by  gains  in  production,  gains  in  productivity,  a re- 
duction in  the  size  of  the  population,  or  by  some  combination 
of  these  events.  (K  1.31) 


, .3 


820 


b.  To  recognize  that  the  calculation  of  output  per  man-hour 
for  two  different  years  provides  a method  of  determining  the 
kind  of  economic  growth  that  has  occurred.  (K  1.31) 

c.  To  make  a reasoned  guess  as  to  whether  changes  in  inputs  or 
in  efficiency  primarily  account  for  changes  in  output  over 
a given  period.  (C  2.30) 

d.  To  apply  in  a concrete  situation  the  concept  of  output  per 
man-hour  in  order  to  determine  the  nature  of  economic  growth. 

(Ap  3.00) 


Unit  10  - Composition  of  the  GNP 

Situation  1 - The  Four-fold  Division 

a.  To  recognize  that  a change  in  the  economic  activity  of  one 
sector  produces  a change  in  the  activity  of  at  least  one 
other  sector.  (K  1.31) 

b.  To  know  the  conventional  method  used  by  economists  to  a^a" 
lyze  the  sources  of  change  in  the  size  of  the  GNP.  (K  1.25; 

c.  To  know  the  categories  (sectors)  used  by  economists  for  ana- 
lyzing changes  in  the  flows  of  economic  activity.  (K  •*■!) 

Situation  2 - Consumer  Sector 

To  define  personal  income,  personal  savings,  and  disposable 
personal  income.  (K  1.11) 

Situation  3 - The  Business  Sector 

To  develop  original  classification  schemes  for  describing  the 
flows  into  and  out  of  the  business  sectors.  (S  5*30) 

Situation  4 - The  Government  Sector 

To  develop  categories  for  explaining  the  flows  into  and  out  of 
the  government  sector.  (An  4.20) 

Situation  5 - The  Foreign  Sector 

To  apply  the  conception  of  inflows  and  outflows  learned  in  rela 
tion  to  the  domestic  economy  to  the  relationships  exi !?f" 
tween  the  domestic  economy  and  the  foreign  sector.  (Ap  3.0  ; 
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Situation  6 - Spending,  Saving  and  investing 

a.  To  distinguish  the  terms  spending,  saving,  and  investing  as 
used  by  economists.  (K  1.11) 

b.  To  explain  the  growth  experienced  by  a hypothetical  economy 
by  means  of  national- income  accounts.  (Ap  3.00) 

c.  To  compute  a National- Income  Analysis  for  a hypothetical 
economy  from  a set  of  relevant  data.  (C  2.10) 


Unit  11  - Determining  the  Nation^  Income 

Situation  1 - Relating  the  Two-fold  and  Four-fold  Divisions 

To  recognize  that  the  GNP  can  be  expressed  as  a two-fold  rela- 
tionship (producer  and  consumer  goods  and  services  produced 
during  a given  year)  or  as  a four-fold  relationship  (consumption 
expenditures,  government  expenditures,  investments,  and  foreign 
expenditures  and  investments  during  a given  year),  depending  upon 
the  analytical  purposes  that  are  required.  For  example,  the  stu- 
dent should  know  that  the  four-fold  division  is  the  scheme  used 
by  economists  to  explain  how  changes  in  the  composition  of  the 
flows  can  determine  changes  in  the  size  of  the  flows.  (K  1.23) 

Situation  2 - Disequilibrium,  an  Imbalance  between  Savings  and 
Investment 

a.  To  recognize  that  in  most  industrially  advanced  countries  the 
flows  are  not  perfectly  matched  in  a given  year.  (K  1.22) 

b.  To  recognize  that  the  mismatching  of  flows  (disequilibrium) 
results  from  an  imbalance  between  savings  and  investment. 
Savings  and  investment  for  a given  year  are  usually  equal 
only  in  an  accounting  sense;  that  is,  they  are  postulated  as 
being  equal  by  definition.  (K  1.31) 

c.  To  become  familiar  with  more  complex  models  of  analysis  to 
explain  economic  growth  than  the  simple  ones  so  far  treated. 
(K  1.25) 

Situation  3 - Disequilibrium  and  the  Multiplier 

a.  To  recognize  that  the  kind  of  disequilibrium  in  an  economy 
determines  the  effect  of  a change  in  demand.  (K  1.31) 
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b.  To  explain  the  theory  of  the  "multiplier",  i.e.  that  a change 
in  the  demand  of  one  sector  in  the  economy  may  generate 
changes  in  the  demand  of  other  sectors  that  are  greater  in 
total  magnitude  than  the  original  change.  (K  1.32) 

c.  To  translate  into  symbolic  form  the  mathematical  verbal  re- 
lationships of  multiplier  theory.  (C  2.10) 

d.  To  apply  to  concrete  situations  the  formulas  derived  from  the 
multiplier  theory.  (Ap  3.00) 

Situation  A - Growth  and  Stability** 

To  explain  the  relationships  between  the  different  forms  of 
disequilibrium  and  their  implications  for  economic  growth  and 
stability  in  the  society.  (K  1.32) 


Unit  12  - Role  of  Money  and  Financial  Institutions 

6 

Situation  1 - The  Functions  of  Money 

a.  To  recognize  that  money  is  a soc’al  invention  and  that  con- 
sequently the  functions  and  types  of  money  in  an  economy  are 
dictated  by  the  need  of  the  society.  (K  1.31) 

b.  To  recognize  that  since  money  serves  various  functions  in  a 
society,  societies  generally  use  different  kinds  of  money  to 
serve  the  various  functions,  i.e.  coins,  currency,  and  checks. 
(K  1.30 

Situation  2 - Financial  Institutions 

a.  To  recognize  that  the  flow  of  money  in  a society  is  facili- 
tated by  the  creation  of  institutions  to  manage  the  flow  of 
money.  (K  1.31) 

b.  To  recognize  that  banks  and  other  financial  institutions  are 
social  inventions.  (K  1.31) 


^Situation  4 was  eliminated  in  the  revised  materials. 

^Although  the  objectives  remained  the  same  in  Situation  1,  the 
revised  materials  presented  them  in  a different  manner. 
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Situation  3 - A Flexible  Money  Supply 

To  recognize  that  an  industrially  advanced  economy  needs  flexi- 
bility in  the  money  supply.  (K  1.31) 

Unit  13  - Monetary  and  Fiscal  Policies  (unrevised  materials) 

Situation  1 - Flexibility  of  the  Money  Supply  and  the  Creation  of 

Money 

a.  To  recognize  that  societies  that  desire  economic  growth  need 
flexibility  in  the  supply,  velocity,  and  direction  of  money. 

(K  1.31) 

b.  To  recognize  that  banks  and  other  financial  institutions  can 
expand  and  contract  the  supply  of  money  by  influencing  its 
velocity  and  direction;  that  is  to  say,  banks  and  other  finan- 
cial institutions  provide  a means  for  obtaining  a flexible 
money  supply.  (K  1.31) 

Situation  2 - Regulating  the  Money  Supply 

a.  To  recognize  that  too  much  expansion  or  contraction  of  the 
money  supply  contributes  to  instability  or  the  reduction  of 
economic  growth  in  a society.  (K  1.31) 

b.  To  apply  the  procedure  for  calculating  the  amount  of  expan- 
sion of  the  money  supply  possible  under  given  reserve  re- 
quirements. (Ap  3.00) 

c.  To  analyze  the  relationship  between  economic  goals  and  flexi- 
bility of  the  money  supply  within  a society.  (An  4.20) 

Situation  3 - Growth,  Stability  and  the  Money  Supply 

To  apply  knowledge  of  alternative  Federal  Reserve  policies  to 

the  formulation  of  policy  choices  in  various  given  economic  situ- 
ations. (Ap  3.00) 


^Situation  3 


is  an  addition  in  the  revised  materials. 
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yn?t  n - Monetary  and  Fiscal  Policies  (revised  materials) 

Situation  1 - A Flexible  Money  Supply 

To  recognize  that  societies  that  desire  economic  growth  need 

flexibility  in  the  supply,  velocity,  and  direction  of  money. 

(K  1.31) 

Situation  2 - The  Fed  in  Action 

a.  To  explain  how  the  policies  of  the  Federal  Reserve  System 
can  influence  the  expansion  and  contraction  of  the  money 
suppl y.  (K  1 . 32) 

b.  To  apply  the  definition  of  the  term  "discount"  to  the  actions 
of  both  private  banks  and  the  Federal  Reserve.  (Ap  3.00) 

c.  To  explain  the  relationships  involved  in  the  Open  Market 
Operations  of  the  Federal  Reserve  System.  (K  1.31) 

Situation  3 - The  Relationship  between  Monetary  and  Fiscal  Policies 

a.  To  refcognize  that  too  much  expansion  or  contraction  of  the 
money  supply  contributes  to  instability  or  the  reduction  of 
economic  growth  in  a society.  (K  1.31) 

b.  To  apply  the  procedure  for  calculating  the  amount  of  expan- 
sion of  the  money  supply  possible  under  given  reserve  re- 
quirements. (Ap  3.00) 

c.  To  analyze  the  relationship  between  economic  goals  arid  flexi- 
bility of  the  money  supply  within  a society.  (An  4.20) 

d.  To  apply  knowledge  of  alternative  Federal  Reserve  policies  to 
the  formulation  of  policy  choices  in  various  given  economic 
situations.  (Ap  3.00) 


Unit  14  - International  Trade_ 

Situation  1 - An  Expanded  Conception  of  Exports  and 

a.  To  extend  one's  knowledge  of  domestic  flows 
of  international  flows.  (C  2.30) 


Imports 

to  an  analysis 


®A1 though  the  objectives  often  remained  the  same  in  the  revised 
materials,  the  presentation  differed. 


825 


b.  To  define  exports,  imports,  receipts,  and  payments.  (K  1.11) 

c.  To  apply  the  accounting  procedure  of  economists  to  the  anal- 
ysis of  the  balance  of  payments.  (Ap  3.00) 

Situation  2 - The  Balance  of  Payments 

a.  To  recognize  that  an  economy  can  have  an  excess  of  the  value 
of  its  exports  over  the  value  of  its  imports  and  still  have 
an  unfavorable  balance  of  trade.  (K  1.31) 

b.  To  interpret  data  on  balance  of  payments  with  reference  to 
the  social  goals  of  a society.  (C  2.20) 

Situation  3 " The  Importance  of  International  Trade 

a.  To  recognize  that  international  trade  tends  to  facilitate 
the  most  efficient  utilization  of  a nation's  resources. 

(K  1.31) 

b.  To  recognize  that  the  kinds  of  goods  and  services  exchanged 
by  nations  is  as  important  for  an  understanding  of  inter- 
national trade  as  an  examination  of  the  total  value  of  the  • 
goods  and  services  exchanged.  For  example,  the  importance 
of  an  import  or  export  cannot  be  measured  by  its  dollar 
value  alone.  (K  1.31) 


Unit  15  - Types  of  Economic  Systems 

Situation  1 - A Traditional  Economy 

a.  To  recognize  that  every  society  must  devise  a system  for 
coordinating  the  flows  of  economic  activity  to  meet  its  par- 
ticular conditions  of  scarcity.  (K  1.31) 

b.  To  distinguish  between  a traditional  economy  and  a market 
economy.  (K  1 . 1 1 ) 

Situation  2 - The  Emergence  of  a Market  Economy 

a.  To  recognize  that  an  increase  in  specialization  and  trade 
brought  with  it  the  development  of  the  market  economy. 

(K  1.31) 

b.  To  recognize  that  in  a market-oriented  economy  individuals 
decide  by  their  purchases  what  the  allocation  of  resources 
in  their  society  will  be.  (K  1.23) 


mam tm 
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Situation  3 - The  Planned  Economy 

a.  To  distinguish  between  a planned  economy  and  a market  econ- 
omy. (K  1.11) 

b.  To  recognize  that  the  categories  of  a market  and  a planned 
economy  are  not  mutually  exclusive.  For  example,  most 
market-oriented  economies  make  some  use  of  central  planning 
and  most  planning-oriented  economies  make  some  use  of  markets 
in  the  allocation  of  resources.  (K  1.12) 


Unit  16  - Basic  Economic  Decisions  in  Market  and  Planned  Economies 

Situation  1 - The  Variety  of  Market  Supply  Situations 

To  recognize  and  explain  the  varying  degrees  of  competition  ex- 
isting within  various  industries  in  a community.  (K  1.23  and 

Ap  3.00) 

Situation  2 - Market  Variety 

a.  To  recognize  the  conventional  classification  of  United  States 
markets,  i.e.  (1)  perfect  competition,  (2)  imperfect  compe- 
tition, (3)  oligopoly,  and  (4)  monopoly.  (K  1.11  and  K 1.23) 

b.  To  recognize  that  even  a predominantly  market  economy  such 
as  that  of  the  United  States  does  not  perfectly  fit  the 
basic  notion  underlying  its  economic  organization.  In  a 
sense,  every  economy  is  a mixed  one.  (K  1.31) 

Situation  3 - Comparing  Decisions  in  Two  Economic  Systems 

a.  To  recognize  that  although  the  same  basic  economic  decisions 
must  be  made  in  both  a planned  and  a market  economy,  there 
are  different  institutions  for  making  such  decisions. 

(K  1.31) 

b.  To  recognize  that  although  there  are  markets  in  both  a market 
economy  and  a planned  economy,  they  serve  different  func- 
tions. (K  1.31) 


Unit  17  - Economy  and  Government 

Situation  1 - The  Role  of  Government  in  the  Market  Economy 

a.  To  recognize  that  the  social  goals  of  a society  determine 
the  role  that  government  plays  in  striving  for  the  economic 
goals  of  the  society.  (K  1.31) 
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b.  To  recognize  that  in  a market  economy,  government  sets  the 
rules  for  economic  behavior,  checks  abuses  and  violations 
of  the  rules,  and  provides  policies  for  guiding  the  flows 
of  economic  activity  through  markets  toward  growth,  stabil- 
ity, and  equity.  (K  1.30 

Situation  2 - The  Role  of  Government  in  a Planned  Economy 

To  recognize  that  in  a planned  economy,  government  sets  the 
rules  for  economic  behavior,  checks  abuses  and  violations  of  the 
rules,  and  provides  policies  for  directing  the  flows  of  economic 
activity  through  a central  plan  toward  growth,  stability,  and 
equity.  (K  1.31) 

Situation  3 - Social  Expenditures 

a.  To  recognize  that  both  the  extent  and  the  intent  of  social 
expenditures  vary  between  a market  and  a planned  economy. 

(K  1.30 

b.  To  recognize  that  the  general  intent  of  social  expenditures 
in  a market  economy  is  to  provide  for  the  general  welfare 
when  private  enterprise  is  unwilling  or  unable  to  do  so. 

(K  1.31) 

c.  To  recognize  that  the  general  intent  of  social  expenditures 
in  a planned  economy  is  to  provide  an  increased  amount  of 
government  control  over  the  economy  in  order  to  facilitate 
the  implementation  of  the  central  planning.  (K  1.31) 


Unit  18  - Economic  Problems  and  Policies 

Situation  1 - Agricul ture--"Problems"  and  Policies 

a.  To  recognize  that  economic  "problems"  such  as  the  so-called 
problem  of  agricultural  surpluses  are  actually  breakdowns  in 
the  economic  coordination-system  of  a society.  (K  1.31) 

b.  To  recognize  that  political  and  social  decisions  in  the 
United  States  have  restricted  the  reallocation  of  resources 
from  agriculture  to  other  industrial  uses,  thus  causing  a 
dislocation  or  breakdown  in  the  coordination  of  economic 
activity.  (K  1.30 

c.  To  develop  a policy  proposal  for  meeting  the  agricultural 
problem  in  the  United  States  by  relating  one's  conception  of 
social  values  to  the  relevant  economic  data.  (S  5*30) 
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Situation  2 - Monopoly 

a.  To  recognize  that  an  adequate  analysis  of  an  economic 
"problem"  requires  the  application  of  the  analytical  rela- 
tionship within  the  discipline  of  economics  and  implications 
from  the  structures  of  other  disciplines.  (K  1.31) 

b.  To  analyze  the  problem  of  imperfect  competition  in  a market 
economy  as  evidenced  historically  in  legislation,  and  to 
analyze  the  interaction  between  legislation  and  economic 
policy  with  regard  to  the  problem  of  monopolies.  (An  4.20) 

Situation  3 - Poverty  and  Insecurity 

a.  To  recognize  that  a systematic  use  of  the  structure  of 
economic  analysis  provides  a .means  for  clearly  locating 
breakdowns  in  economic  coordination.  (K  1.25) 

b.  To  recognize  that  systematic  analysis  increases  the. proba- 
bility of  finding  creative  solutions  to  breakdowns  in  coor- 
dination. (K  1 .25) 

c.  To  know  the  model  for  scientific  investigation  in  economics 
presented  in  the  materials  and  to  apply  the. model  to  the 
problem  of  poverty  and  insecurity  in  the  United  States. 

(K  1.25  and  Ap  3.00) 


APPENDIX  B 


STUDENT  INFORMATION  FORM 


Name  . 

(Pr i nt)  Last First M i dd 1 e 

Age  Date  of  Birth  

Mo . Day 


Date  

Mo. 


Year 


Day 

Boy 


Year 

Girl 


Home  Address  . — 

Street  & Number  City 

Home  Telephone 

Name  of  Present  School  

Name  of  Previous  School  

Name  of  Present  Homeroom  Teacher 

Name  of  Teacher  in  This  Subject  


Please  check  which  one  of  the  following  high  school  programs  or  curric- 
ul urns  is  most  1 ike  the  one  that  you  are  taking.  If  you  have  not  yet  been 
assigned  to  a program,  check  which  one  you  expect  to  take. 


A. 

.B* 
.C. 
_D . 

E. 

>. 


General — a program  that  does  not  necessarily  prepare  you  either  for 
col  lege  or  for  work,  but  in  which  you  take  subjects  required  for 

graduation  and  many  subjects  that  you  like.  t 

College  Preparatory--a  program  that  gives  you  the  training  and  cred- 
its needed  to  work  toward  a regular  Bachelor's  degree  in  college. 
Commercial  or  Business— a program  that  prepares  you  to  work  in  an 
office;  for  example,  as  a secretary  or  bookkeeper. 

Vocational --a  program  that  prepares  you  to  work  in  a shop  or 

ry,  or  to  enter  a trade  school,  or  become  an  apprentice  after  high 

school . 

Agr  icul  ture 

A program  very  different  from  the  above.  Please  describe  briefly: 


Name  the  school  subjects  in  which  you  have  been: 

Most  interested 

Least  interested  

In  general,  do  you  like  academic  or  non-academic  subjects  best? 

Check  one:  academic  non-academic. 

Note:  Academic  subjects  are  those  like  Engl ish,  foreign  languages,  his- 

tory, social  studies,  mathematics,  and  science. 

Non-academic  subjects  are  those  1 ike  art,  home  economics,  music, 
physical  education,  shop  work,  and  typewriting. 
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OPINIONS  ABOUT  OUTCOMES  OF  ECONOMICS 
The  statements  below  describe  nine  possible  outcomes  that  stu- 
dents might  get  from  their  study  of  economics.  Please  read  over  the 
list  and  try  to  decide  how  important  each  outcome  is  to  you  personally. 
Use  the  rating  scale  below  to  form  your  judgment  of  importance.  To  the 
left  of  each  statement,  record  your  rating  by  writing  in  the  number  of 
the  scale  value  corresponding  to  your  judgment.  Rate  all  the  possible 
outcomes.  Please  be  honest  in  your  judgments.  They  will  not  affect 


your  standing  in  this  course  in  any  way. 

Rating  Scale:  5— very  important  to  you 

4 — fa i rly- important  to  you 
3— a 1 ittle  important  to  you 
2 — hardly  important  to  you 
1 —not  at  al  1 important  to  you 
Remember,  5 is  the  high  end  of  the  scale;  1 is  the  low  end1. 


Rat ing 


b . 


_d . 
e . 


_h . 
i . 


List  of  Possible  Outcomes 

Learn  how  to  analyze  and  weigh  arguments  that  deal  with  economics— 
for  example,  a newspaper  editorial  arguing  for  less  spending  by 

the  Federal  Government.  # , . . 

Learn  how  economics  can  be  helpful  in  planning  and  managing  one 

own  financial  affairs. 

Learn  basic  principles  that  help  to  explain  certain  economic  con- 
ditions like  business  depressions  or  that  help  to  make  predictions 
as  to  what  may  happen  if  certain  changes  are  made  in  a situation. 
Learn  definitions  of  basic  economic  terms. 

Learn  how  to  read  and  interpret  economic  data— facts,  figures, 
and  trends  as  presented  in  tables,  charts,  graphs,  etc. 

Learn  how  the  subject  of  economics  can  be  analyzed  into  a series 
of  interrelated  ideas,  each  of  which  builds  on  the  earlier  ideas 
and  forms  the  basis  for  the  later  ones. 

Learn  the  reference  sources  where  economic  facts  and  figures  can 
be  located— for  example,  official  governmental  reports  on  employ- 
ment, etc. 

Learn  important  factual  knowledge  in  economics.  . 

Learn  how  economics  can  be  applied  to  the  study  of  important  social 

problems  in  this  country. 


w 


m 


w 
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QUESTIONNAIRE  ON  STUDY  HABITS1 

Below  is  a list  of  statements  that  we  would  like  you  to  consider. 
Try  to  decide  how  much  each  statement  applies  to  you--how  true  it  is  of 
yourself.  Use  the  numbers  below  to  record  your  judgments.  Write  one  of 
the  numbers  in  the  space  to  the  left  of  each  statement.  Please  be  honest 
in  your  judgments.  They  will  not  affect  your  standing  in  this  course  in 
any  way. 


5 — if  ve ry  true  of  yourself 
k — if  fa i rl y true  of  yourself 
Write:  3 — if  a 1 ittle  true  of  yourself 

2 — if  hardly  true  of  yourself 
1 — if  not  at  all  true  of  yourself 

1.  When  you  know  there  are  going  to  be  one  or  two  questions  on  an 
examination  from  outside  reading  assignments,  you  always  read 
al 1 the  material . 

2.  You  regard  yourself  as  a more  consistent  and  harder  worker  in 
vour  classroom  assignments  than  the  typical  students  in  your 
classes . 

3.  °thers  (not  your  good  friends)  have  thought  of  you  as  one  who 
"missed  some  of  the  fun"  because  you  were  so  serious. 

A.  You  think  your  fellow  students  in  school  think  of  you  as  a hard 
worker . 

5.  Most  of  your  teachers  probably  think  of  you  as  one  of  their 
hardest  workers  even  though  not  necessarily  one  of  the  smartest. 

6.  Other  interests  (sports,  extra-curricular  activities,  or  hobbies) 
prevent  you  from  obtaining  an  excellent  rating  or  mark  for  effort 
in  school  work. 

7.  You  have  a very  strong  desire  to  excel  academically. 

8.  You  try  harder  to  get  on  the  school  honor  roll  or  merit  list  than 
the  average  student  in  your  class. 

9.  You  try  to  do  most  jobs  at  least  a little  better  than  what  you 
think  is  expected. 


'Special  thanks  are  due  Dr.  Albert  E.  Myers  for  permission  to  I 
adapt  his  version  of  an  achievement  motivation  scale  developed  at  J 
Educational  Testing  Service.  See  Educational  and  Psychological  Measure-  ] 
ment,  25  (1965).  355-363. 


APPENDIX  C 


MULTIPLE-CHOICE  TESTS  USED  IN  PROJECT,  TOGETHER 
WITH  SELECTED  STATISTICAL  TABLES 


Course  in  Economics:  Multiple-choice  Test,  Units  1-6 


Pi rect ions:  Fill  out  the  information  called  for  on  the  separate  answer 
sheet.  When  your  teacher  tells  you  to  begin,  go  ahead  with  this  part  of 
the  test.  Choose  the  best  answer  in  each  item  and  record  your  answer  on 
the  separate  answer  sheet  after  the  appropriate  item  number. 

1.  Satisfying  a person's  desire  through  providing  a service  is  the  main 

work  of  a 

a.  manufacturer. 

b.  grocer. 

c.  druggist. 

*d.  barber. 

2.  Satisfying  human  desires  through  providing  goods  is  the  main  work  of  a 

a.  doctor. 

b.  telephone  repairman. 

*c.  farmer. 

d.  policeman. 

3.  Not  having  enough  of  everything  that  would  satisfy  all  the  desires  of 
everyone  is  called 

a.  maximum  scarcity. 

b.  general  scarcity. 

c.  relative  scarcity. 

*d.  total  scarcity. 

4.  Which  of  the  following  is  an  example  of  consumers'  goods? 

a.  a plumber's  tools. 

*b.  a housewife's  coat. 

c.  a stenographer's  typewriter. 

d.  a professional  dancer's  shoes. 

5.  "Human  resources"  refer  to 

*a.  human  abilities  used  in  production. 

b.  resources  used  by  human  beings. 

c.  any  natural  resources  belonging  to  human  beings. 

d.  resources  ‘which  supply  wants  and  needs  of  human  beings. 
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6.  "Entrepreneur"  means 

a.  a particular  kind  of  business. 

*b.  the  proprietor  of  a business. 

c.  any  executive  of  a business  corporation. 

d.  a producer. 

7.  The  first  decision  that  must  be  made  because  of  scarcity  is 

a.  what  resources  can  be  used. 

b.  which  resources  are  the  least  scarce. 

c.  what  can  be  produced  from  the  resources  available  for  use. 
*d.  what  is  to  be  produced. 


8.  Consumer  goods  and  services  are  considered  goods  and  services  for 

the  present  because 

*a • they  are  produced  for  immediate  consumption. 

b.  consumer  demand  for  particular  goods  and  services  changes  so 
rapidly  that  it  isn't  practical  to  produce  for  the  future. 

c.  their  purpose  is  directly  concerned  with  satisfying  needs  and 
wants  rather  than  having  anything  particularly  to  do  with  the 
future. 

d.  consumer  goods  and  services  are  wanted  only  in  the  present. 

9.  The  money  used  to  obtain  more  producer  goods  and  services  usually 

comes  from 

*a . savings  from  income  acquired  through  the  sale  of  consumer  goods 
and  services. 

b.  income  from  the  sale  of  producer  goods  and  services  no  longer 
needed. 

c.  special  grants  by  the  government. 

d.  money  saved  through  using  new  producer  goods  and  services  that 
are  more  efficient. 


10.  In  the  U.  S.  the  majority  of  decisions  about  what  to  produce  are  made 
through 

a.  the  manufacturers. 

b.  government. 

c.  tradition. 

*d.  consumer  purchases. 


11.  Net  investment  in  the  technical  sense  always  takes  place  when 
a.  persons  buy  the  stocks  and  bonds  of  corporations. 

*b.  the  amount  of  producers'  goods  is  increased. 

c.  new  durable  goods  are  bought  by  families. 

d.  families  try  to  save  part  of  their  incomes. 
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12.  The  main  reason  why  the  decision  of  How  to  Allocate  the  Resources 

is  necessary  is  that 

*a.  scarcity  makes  it  important  to  put  resources  to  just  those  uses 
which  are  most  wanted. 

b.  allocating  the  resources  is  a part  of  any  production-operation 
plans. 

c.  a producer  has  to  plan  how  resources  are  to  be  used  for  produc- 
tion to  get  started. 

d.  deciding  how  resources  need  to  be  allocated  makes  it  known  if 
there  are  enough  resources  available. 


13.  The  main  reason  why  mobility  of  resources  is  required  is  that 

a.  the  value  of  a resource  is  determined  by  its  mobility. 

b.  a producer  needs  to  cut  production  costs  by  putting  a factor  to 
as  many  uses  as  possible. 

*c.  changing  consumer  wants  requires  changes  in  allocation, 
d.  the  population  tends  to  be  on  the  move. 


14.  The  real  cost  to  society  of  any  commodity  produced  is 

a.  the  energy  expended  on  it. 

b.  the  value  of  the  raw  materials  in  it. 

*c.  the  value  of  an  alternative  commodity  given  up. 
d.  the  resultant  depreciation  in  capital  goods. 


15.  Resources  allocated  by  supply  and  demand  go  to  those  uses  which 
*a.  pay  the  highest  price(s)  for  them. 

b.  are  not  easily  supplied  by  the  needed  resources. 

c.  demand  the  most  resources. 

d.  have  been  in  existence  the  longest. 

16.  The  next  logical  question  after  deciding  how  resources  are  to  be  used 
in  order  to  carry  out  the  decision  of  what  is  to  be  produced  is 

a.  how  to  get  the  money  to  start  production. 

b.  what  kind  of  method  is  to  be  used  for  distributing  the  goods  and 
services. 

*c.  how  to  use  the  resources  in  order  to  get  the  most  out  of  them, 
d.  what  members  of  society  are  to  get  the  goods  and  services. 


17.  Productivity  means 

a.  a given  amount  of  output  less  a given  amount  of  input. 

*b.  the  relationship  between  output  and  input. 

c.  the  amount  of  input  used  in  production. 

d.  the  same  as  production — the  amount  of  goods  and  services  pro- 
duced. 

18.  The  most  important  reason  for  being  efficient  is  that 

a.  it  is  through  being  efficient  that  a society  has  more  money. 

b.  it  is  evidence  of  good  business  practice. 

c.  it  contributes  to  the  financial  stability  of  the  society, 

*d.  it  makes  scarce  resources  go  farther. 
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19.  It  is  important  for  a society  to  decide  how  to  divide  goods  and  ser- 
vices among  its  members.  The  main  reason  is  that 

a.  producers  have  to  get  their  products  to  consumers. 

b.  there  must  be  a way  for  consumers  to  get  the  goods  and  services 
they  need  and  want. 

*c.  since  there  are  not  enough  goods  and  services  for  all,  it  must 
be  decided  just  who  will  get  them. 

d.  only  as  goods  and  services  are  divided  among  consumers  will  there 
be  a demand  for  further  production. 


20.  Three  of  the  following  are  usual  ways  of  dividing  goods  and  services. 
Which  one  is  not  a usual  way? 

a.  Goods  and  services  are  distributed  to  everyone  alike. 

*b.  Goods  and  services  go  to  those  who  need  them  most. 

c.  Both  the  order  of  those  getting  goods  and  services  as  well  as 
the  amount  they  get  are  determined  by  social  position. 

d.  Goods  and  services  go  to  the  ones  who  are  able  and  willing  to 
buy. 


21. 


All  three  methods  for  dividing  goods  and  services  are  used  in  vary 
ing  degrees 

a.  only  in  a capitalist  society  such  as  the  U.  S. 

b.  only  in  a socialist  society. 

c.  only  in  a communist  society. 

*d.  i n al 1 societies. 


22.  The  predominant  method  for  dividing  goods  and  services  in  the  U.  S. 
is  to 

*a.  divide  them  among  those  who  can  and  will  buy  them. 

b.  divide  them  on  the  basis  of  social  standing. 

c.  distribute  them  to  those  who  can  afford  them. 

d.  distribute  them  equally. 
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Course  in  Economics:  Multiple-choice  Test,  Units  7-11 

Pi rections:  Fill  out  the  information  called  for  on  the  separate  answer 
sheet.  When  your  teacher  tells  you  to  begin,  go  ahead  with  this  part  of 
the  test.  Choose  the  best  answer  in  each  item  and  record  your  answer  on 
the  separate  answer  sheet  after  the  appropriate  item  number. 

Begin  with  item  23  on  the  answer  sheet  (where  we  stopped  on  the  previous 
test) . 

Note:  Items  23-26  go  together. 

23.  John  built  a model  airplane.  The  wood  and  glue  cost  him  $1.50. 

John  feels  that  his  labor  is  worth  $.50.  He  sells  the  plane  to 
Harry  for  $2.50.  What  is  the  value  added? 

a.  $.50  *b.  $1.00  c.  $2.00  d.  $2.50 

24.  Harry  paints  the  plane  and  sells  it  to  Pete  for  $3.00.  The  paint 
cost  Harry  $.15.  What  is  the  value  added? 

a.  $.15  *b.  $.50  c.  $1.00 

25.  What  is  the  total  value  of  the  plane? 

a.  $2.15  b.  $2.65  *c.  $3.00 

26.  What  is  the  total  income  created? 

a.  $1.35  *b.  $3.00  c.  $5.50 

Note:  Items  27  and  28  refer  to  the  following  table. 


1 tern 

Year  1 

2 

tennis  racket 

$12 

$ 7 

local  camping  trip 

18 

23 

radio 

20 

24 

dress 

10 

21 

sui  t 

15 

50 

Total 

$75 

$125 

27.  What  is  the  average  price  level  for  year  2? 

a.  $15  *b.  $25  c.  $75  d.  $125 

28.  Using  year  2 as  the  base  year,  find  the  price  index  for  year  1. 

*a . 60  b.  67  c.  125  d.  167 

,'29.  The  Consumer  Price  Index  for  1957  is  about  120,  using  1947-1949  as 
the  base  year.  Find  the  adjusted  GNP  if  the  unadjusted  GNP  is 
about  480  billion  dollars. 

a.  360  billion  dollars 

b.  384  " " 

*c.  400  " " 

d.  576 


d. 

$3.00 

d. 

$5.50 

d. 

$7.00 

II 
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30.  Assume  that  the  Consumer  Price  Index  in  a given  year  is  150.  Then 

the  prices  in  the  given  year  are  the  prices  in  the 

base  year. 

*a.  one  and  one  half  times 

b.  50%  less  than 

c.  66  2/3%  greater  than 

d.  two  thirds  as  much  as 

31.  Assume  that  the  Consumer  Price  Index  in  a given  year  is  150.  Then 

the  value  of  money  in  the  given  year  is  the  value  of 

money  in  the  base  year. 

a.  one  and  one  half  times 

b.  50%  less  than 

c.  66  2/3%  greater  than 
*d.  two  thirds  as  much  as 

32.  Which  of  the  following  does  not.  mean  the  same  as  the  remaining 
three? 

a.  adjusted  GNP 

b.  constant  GNP 
*c.  money  GNP 

d.  real  GNP 

33.  Economic  growth  is  usually  defined  as 

an  increase  in  per  capita  real  GNP. 

b.  an  increase  in  real  GNP. 

c.  an  increase  in  the  price  level. 

d.  an  increase  in  the  factors  of  production. 

34.  When  the  increase  in  output  is  greater  than  the  increase  in  input 
we  usually  conclude  that  the  greater  output  came  from 

a.  decreased  quality. 

b.  increased  man-hours  of  work. 

c.  increased  population. 

*d.  increased  productivity. 


35.  Given: 

Year 

(app roximate) 
Population 

Real  GNP  (1929 

= 100) 

1905 

80  million 

$44  billion 

What  is 

the  real 

GNP  per  capita 

for  1905? 

a. 

$352 

b.  $440 

*c.  $550 

d. 

36.  Which  of  the  following  pairs  of  items  would  have  to  be  subtracted 
from  Gross  National  Product  in  order  to  get  national  income? 
Savings  and  net  investment. 

Net  investment  and  depreciation. 

Depreciation  and  indirect  business  taxes. 

Indirect  business  taxes  and  transfer  payments. 
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37.  Suppose  that  there  is  a five-bill  ion  dollar  decrease  in  investment. 
Which  of  the  following  would  most  likely  result? 

a.  This  would  bring  about  an  increase  in  consumption. 

b.  There  would  be  an  equal  drop  in  the  national  income. 

c.  Taxes  would  be  increased  to  offset  the  drop. 

*d . Aggregate  demand  would  fall  by  some  multiple  of  the  decrease. 

38.  When  current  income  is  used  to  buy  consumer  goods  and  services  it 
is  called 

a.  saving. 

b.  investing. 

c.  buying. 

*d . spending. 

o 

39.  Personal  Income  includes  all  but 
*a . Social  Security  taxes. 

b.  rental  income. 

c.  transfer  payments. 

d.  wages  and  salary. 

Assume  that  the  marginal  propensity  (inclination,  desire)  to 
consume  is  60%.  Then  the  so-called  multiplier  would  be 

a.  2/5  b.  3/5  c.  5/3  *d.  5/2 


40. 
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Course  in  Economics:  Multiple-choice  Test,  Units  12-14 


Directions'  Fill  out  the  information  called  for  on  the  separate  answer^ 
Ttelt  When  your  teacher  tells  you  to  begin,  go  ahead  with  this  part  of 
the  ^st  Choose  the  best  answer  in  each  item  and  record  your  answer  on 
the  separate  answer  sheet  after  the  appropriate  item  number. 

Begin  with  item  41  on  the  answer  sheet  (where  we  stopped  on  the  previous 
test) . 

41  The  main  purpose  of  controlling  the  money  supply  is  to 

* a.  attempt  to  balance  the  flow  of  money  with  the  flow  of  goods 

b.  preven^consumers  from  borrowing  beyond  their  ability  to  take 
on  debt. 

c.  reduce  the  flow  of  goods  and  services. 

d.  prevent  a run-away  inflation  of  prices. 

42  If  the  average  dollar  is  spent  50  times  in  a year,  what  size  money 
stream  will  a thousand  dollars  in  circulation  bring  about  during 

the  Ya!r??l,000  b.  $5,000  *C.  $50,000  d.  $500,000 

43.  At  present,  about  what  percent  of  the  supply  of  money  in  the  U.  S. 

is  in  the  form  of  'check  money1?  . 

a 3 % b.  20%  c.  34%  75/o 


kk.  When  a bank  creates  deposits,  it  is 
*a . extending  credit  to  borrowers. 

b.  withdrawing  money  from  the  Federal  Reserve. 

c.  releasing  currency. 

d.  converting  gold  certificates  into  cash. 


45. 


A certain  amount  of  money,  known  as  "required  reserves 
kept  on  deposit  in  a Federal  Reserve  Bank.  At  present 
purpose  of  the  required  reserves  i s to  ( 
a.  be~ prepared  in  case  of  a "run"  on  the  bank. 

*b  control  the  amount  of  money  that  the  banks  lend, 
c*.  provide  a safe  place  for  large  amounts  of  money, 
d.  buy  securities  such  as  U.  S.  Government  bonds. 


must  be 
the  ma i n 


46. 


Commercial  banks  have  a "reserve"  account  at  one  of  the  Federal 
Reserve  Banks.  Such  a "reserve"  account  is  essentially  a 

a.  share  of  ownership  of  a Federal  Reserve  Bank. 

b.  savings  account. 

*c . checking  account. 

d.  deposit  of  gold  held  in  reserve. 
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47.  Demand  deposits  are  also  known  as 

a.  cash-surrender  value. 

b.  U.  S.  Government  bonds. 

*c.  checking  accounts. 

d.  savings  accounts. 

48.  Mr.  Watts  deposited  $800  to  his  account  in  the  First  National  Bank. 
Assume  that  the  reserve  requirement  is  20%.  What  is  the  maximum 
amount  that  this  bank  can  normally  loan,  without  discounting,  as  a 
result  of  Mr.  Watts'  deposit? 

a.  $160  *b.  $640  c.  $800  d.  $4,000 

49.  Assume  that  an  original  deposit  of  $10,000  is  made  in  a commercial 
bank,  and  that  the  reserve  ratio  is  20%.  Under  these  conditions, 
the  maximum  possible  amount  that  the  money  supply  may  be  expanded 
through  the  banking  system  is 

a.  $2,000  b.  $8,000  c.  $10,000  *d.  $40,000 

50.  The  money  supply  is  expanded  when  commercial  banks 

a.  are  repaid  the  loans  previously  made  to  borrowers. 

*b.  obtain  loans  from  the  Federal  Reserve  Bank. 

c.  raise  their  interest  rates  on  loans. 

d.  buy  government  securities  such  as  bonds. 

51.  What  will  happen  to  bank  reserves  in  this  country  if  the  U.  S. 
Government  buys  $5  million  of  gold? 

a.  Bank  reserves  will  stay  the  same. 

**b.  Bank  reserves  will  be  increased, 
c.  Bank  reserves  will  be  reduced. 

*d . Not  enough  information  here  for  one  to  decide. 

52.  Who  owns  and  who  controls  the  Federal  Reserve  System? 

a.  It  is  owned  by  the  U.  S.  Government  and  controlled  by  a Board 
of  Governors  appointed  by  the  President  of  the  U.  S. 

b.  It  is  owned  by  the  U.  S.  Government  but  controlled  by  a Board 
of  Governors  appointed  by  the  member  banks. 

c.  It  is  privately  owned  and  controlled  by  a Board  of  Governors 
appointed  by  the  member  banks. 

*d.  It  is  privately  owned  but  controlled  by  a Board  of  Governors 
appointed  by  the  President  of  the  United  States. 

53.  The  Citizens'  Bank  bought  one  million  dollars  of  government  secu- 
rities from  the  Federal  Reserve  Bank.  As  a result: 

*a.  their  excess  reserves  were  decreased. 

b.  the  reserve  ratio  was  changed. 

c.  they  could  make  more  loans. 

d.  the  interest  rate  on  loans  by  the  Citizens'  Bank  was  changed. 
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54.  An  American  exporter  shipped  cotton  valued  at  $40,000  to  England. 
England  shipped  woolen  cloth  valued  at  $50,000  to  the  United  States. 
The  balance  of  this  exchange  will  ordinarily  be  taken  care  of  by: 

a.  shipping  gold  valued  at  $10,000  to  England. 

*b.  sending  claims  on  United  States  dollars  in  the  amount  of 

$10,000. 

c.  sending  government  securities  worth  $10,000  to  England. 

d.  increasing  shipments  of  cotton  to  England  to  compensate  for  the 
deficit. 

Directions  for  items  55  to  62:  These  items  consist  of  certain  actions 

the  Federal  Reserve  System  could,  or  could  not,  take  to  control  the  sup- 
ply of  money.  Classify  these  actions  according  to  the  code  below. 

Blacken  answer  space 

a.  if  this  is  an  action  the  Federal  Reserve  could  take  to 
encourage  "easy  money11; 

b.  if  this  'is  an  action  the  Federal  Reserve  could  take  to 
encourage  "tight  money11; 

c.  if  this  is  an  action  the  Federal  Reserve  could  not  take  to 
control  the  supply  of  money. 

55.  Raise  the  discount  rate  to  banks,  (b) 

56.  Lower  the  discount  rate  to  banks,  (a) 

57.  Lend  money  from  the  reserve  accounts  of  commercial  banks,  (c) 

58.  Buy  securities  such  as  government  bonds  on  the  open  market,  (a) 

59.  Sell  securities  such  as  government  bonds  on  the  open  market.  (b) 

60.  Raise  the  reserve  ratio,  (b) 

61.  Lower  the  reserve  ratio.  (a) 

62.  \Restrict  imports  from  foreign  countries.  (c) 

t 

■ - i 
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Directions  for  items  63  to  65:  These  items  refer  to  the  chart  below 

Assume  that  resources  are  not  being  used  to  their  fullest  extent. 


63.  What  condition  of  the  economy  does  this  diagram  represent? 

*a.  Inadequate  supply  of  goods  and  services 

b.  Inadequate  demand  for  goods  and  services 

c.  Inadequate  flow  of  money 

d.  Equilibrium  between  the  two  flows 

64.  Which  of  the  following  is  the  most  likely  to  happen  if  this 
condition  continues? 

a.  An  economic  depression 

b.  Inflation  of  price  level 

c.  Equilibrium  of  the  two  flows 
*d.  Increased  production 

65.  What  policy  would  we  expect  the  Federal  Reserve  Board  to  follow 
under  the  above  conditions? 

**a.  Easy  money 
b.  Tight  money 
*c.  Neutral 
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v. 


Exercise  1 

"Capitalism  has  been  defined  as  a reliance  on  the  market  system, 
a chain  of  markets  in  which  signals  are  given  and  received  when  purchases 
are  made."  Now  a closer  examination  must  be  made  of  the  market  system 
as  it  operates  in  U.  S.  Capitalism  today. 

The  passing  of  signals  through  a chain  of  markets  is  a remark- 
able social  arrangement.  To  describe  the  chain  simply,  we  have  linked 
resources  to  manufacturer  to  wholesaler  to  retailer  to  consumer.  Actu- 
ally thousands  of  markets  are  tied  together  in  producing  an  automobile, 
each  stage  of  production  which  involves  a sale  representing  one  link  in 
the  chain.  Imagine  the  number  of  articles  in  a large  department  store 
and  then  go  on  to  try  to  imagine  the  millions  of  market  relations  in  the 
production  of  a Gross  National  Product  of  over  $550  billions,  employing 
from  67-69  million  people  (not  including  the  Armed  Forces). 

We  can  think  of  the  chain  as  beginning  with  the  consumer  asking 
for  goods  and  services.  Immediately  we  must  find  out  where  he  acquired 
his  wants.  The  answer  - from  custom,  from  hearsay,  and  from  advertising. 
In  one  sense,  all  wants  begin  and  end  with  the  consumer,  for  he  must 
either  originate  the  demand  or  by  his  purchases  approve  finally  the 
guesses  of  the  manufacturer  and  the  retailer.  Typically,  it  is  the 
manufacturer  who  takes  the  risk  of  guessing,  but  he  gets  his  clues  from 
new  developments  in  technology  (for  example,  new  materials  or  new  pro- 
cesses) and  from  previous  experiences  with  and  suggestions  from  retail- 
ers. 


Many  questions  can  be  raised  about  the  position  of  the  consumer. 
How  free  is  he  really  to  determine  what  will  be  made?  Very  little,  per- 
haps, but  he  has  great  powers  of  approval  or  disapproval.  Can  he  really 
know  what  is  good  for  him?  Not  always,  but  in  the  U.  S.  he  is  given 
great  latitude  while  being  protected  from  deceptions  and  harmful  pro- 
ducts. Is  the  choice  real  when  all  automobiles  of  the  same  price  range 
are  alike?  In  a sense  they  are,  but  style  and  other  features  can  make 
a tremendous  difference  in  sales.  Doesn't  advertising  control  our  wants? 
No  doubt  advertising  in  obvious  and  subtle  ways  has  an  enormous  influ- 
ence but  there  is  competition  among  the  advertisers.  Aren't  we  putting 
too  much  of  our  resources  into  gadgets  and  not  enough  into  schools  and 
parks?  Some  have  argued  this  - whether  they  are  right  or  wrong,  a free 
society  should  stand  back  at  times  and  examine  its  behavior.  All  of 
these  are  good  questions  and  deserve  to  be  debated.  But  the  truth  is 
that  in  the  U.  S.  an  enormous  amount  and  variety  of  goods  and  services 
are  created  for  consumers  who  exercise  a great  freedom  of  choice. 

How  perfectly  does  the  chain  of  markets  work  in  passing  along 
the  signals?  Considering  the  complex  relationships,  the  answer  is  that 
it  works  astonishingly  well.  But  at  times  there  are  sluggish  responses 
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that  cause  wrong  guesses  to  be  made,  and  inventories  that  cannot  be  sold 
can  accumulate.  Sometimes  the  signals  are  exaggerated,  so  that  a pickup 
in  sales  might  cause  overproduction  resulting  in  excessive  inventories. 
Yet  all  of  these  reactions  shows  that  human  beings  are  guessing  and  free 
to  guess.  The  price  of  freedom  is  often  maladjustment,  but  we  are  learn- 
ing how  to  preserve  the  freedom  and  minimize  the  disturbances. 

1.  The  author  implies  that  the  whole  question  of  consumer  demand 

a.  has  been  solved  by  advertising. 

b.  must  be  eliminated  if  our  economy  is  to  remain  free. 

c.  is  a problem  found  only  in  market  economies. 

*d.  is  a complicated  interaction  between  several  forces  working  on 
the  consumer. 

2.  When  a consumer  makes  a purchase,  he 

a.  sends  a signal  to  the  advertiser  to  increase  their  sales  cam- 
paign. 

*b.  casts  a dollar-vote  in  favor  of  the  continued  production  of 
the  purchased  product. 

c.  sets  up  a network  of  responses  among  other  consumers. 

d.  signals  that  resources  should  be  allocated  in  a different  direc- 
tion. 

. The  term  overproduction  refers  to 

a.  production  in  excess  of  the  quota  set  by  the  manufacturer. 

b.  a maladjustment  in  production  caused  by  overadvertising. 

c.  sluggish  responses  to  consumer  demand. 

*d.  the  production  of  goods  in  excess  of  consumer  demand. 

4.  The  author  of  the  passage 

a.  believes  that  the  U.  S.  economy  works  very  well  but  that  freedom 
cannot  be  maintained  unless  all  the  maladjustments  are  corrected. 

b.  feels  that  capitalism  is  a good  economic  system  but  that  in  the 
United  States  the  manufacturer  should  not  be  limited  by  consumer 
decisions. 

*c.  believes  that  the  complexity  of  the  U.  S.  market  system  at  times 
produces  maladjustments  but  that  this  is  the  price  we  pay  for 
consumer  freedom. 

d.  implies  that  more  centralized  direction  of  the  U.  S.  economy  is 
necessary  to  prevent  consumers  from  making  unwise  choices. 

5.  The  author  uses  the  analogy  of  links  in  a chain  to  describe  the 
U.  S.  market  system.  Which  of  the  following  analogies  would  also 
serve  the  purpose? 

a.  a log  jam  in  a river. 

*b.  a stairway. 

c.  a policeman  directing  traffic. 

d.  a solid  block  of  granite. 
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6.  Which  of  the  following  is  not  consistent  with  a market  system  econ- 
omy? 

a.  unemployment  compensation. 

b.  high  protective  tariffs. 

*c.  central  planning  for  the  allocation  of  resources, 
d.  the  purchase  of  goods  and  services  on  credit. 

7.  Which  of  the  following  would  be  consistent  with  the  passage? 

*a.  In  order  to  maintain  a free  market  system  an  economy  must  main- 
tain the  freedom  of  enterprise  and  the  freedom  of  the  consumer. 

b.  Sluggish  responses  resulting  in  overproduction  should  be  pre- 
vented by  government  regulations  and  central  planning. 

c.  An  economy  may  be  capitalistic  without  having  a market  system^ 
but  all  economies  that  have  market  systems  are  non-capital istic. 

d.  Since  consumers  do  not  always  make  wise  choices,  the  advertising 
industry  is  dedicated  to  eliminating  this  handicap  to  our  econom- 
ic system. 

8.  The  term  "market  system"  as  used  in  the  passage  is  best  defined  as 

a.  the  transportation  network  that  connects  one  market  with  another. 
*b!  every  point  in  production  and  distribution  which  involves  a sale. 

c.  the  place  where  the  consumer  decides  which  products  he  will  pur- 
chase. 

d.  the  methods  used  by  manufacturers  to  promote  the  sale  of  their 
products. 

9.  Which  of  the  following  best  describes  the  role  of  the  consumer  in 
the  American  economy? 

a.  The  consumer  decides  what  is  to  be  produced,  how  it  is  to  be  pro- 
duced, and  what  quantity  of  each  item  will  be  produced. 

b.  The  consumer  making  use  of  custom,  hearsay,  and  advertising 
attempts  to  estimate  the  quality  and  quantity  of  goods  that  will 
be  produced. 

*c.  The  consumer  approves  or  rejects  through  his  purchases  those 

items  that  have  been  produced  thus  setting  in  motion  a series  of 
signals  passing  from  retailers,  to  wholesalers,  to  manufacturers, 
d.  The  consumer  is  like  a policeman,  decides  which  products  are 

harmful  and  prevents  their  production  by  not  purchasing  them  and 
signals  the  most  useful  products  ahead  by  his  decisions  to  buy. 

10.  According  to  the  passage,  advertising  is 

a.  the  backbone  of  the  market  system. 

b.  one  of  the  signals  passed  on  by  consumers  to  retailers. 

c.  the  cause  of  most  of  the  maladjustments  in  the  U.  S.  economy, 

*d.  one  of  the  influences  on  consumer  demand. 


Go  on  to  the  next  page. 


849 


REPORT  A 


FULL  EMPLOYMENT 

In  the  year  just  ended  (1964),  we  have  made  notable  progress 
toward  the  Employment  Act's  central  goal  of  ",  . . useful  employment 
opportunities,  including  self-employment,  for  those  able,  willing,  and 
seeking  to  work,  and  . . . maximum  employment,  production,  and  pur- 
chasing power." 

Employment : 

• Additional  jobs  for  1 1/2  million  persons  have  been  created 

in  the  past  year,  bringing  the  total  of  new  jobs  since  January 
1961  to  4 1/2  million. 

• Unemployment  dropped  from  5*7  percent  in  1963  to  5*2  percent 
in  1964  and  was  down  to  5.0  percent  at  year's  end. 

Production : 

• Gross  National  Product  (GNP)  advanced  strongly  from  $584 
billion  in  1963  to  $622  billion  in  1964. 

« Industrial  production  rose  8 percent  in  the  past  twelve 
months. 

Purchasing  power: 

• The  average  weekly  wage  in  manufacturing  stands  at  a record 
$106.55*  a gain  of  $3*89  from  a year  ago  and  of  $17*50  from 
early  1961 . 

• Average  personal  income  after  taxes  has  reached  $2,288  a 
year— up  17  1/2  percent  in  four  years. 

• Corporate  profits  after  taxes  have  now  risen  continuously  for 
four  straight  years — from  a rate  of  $19  1/2  billion  early  in 
1961  to  nearly  $32  billion  at  the  end  of  1964. 

But  high  levels  of  employment,  production,  and  purchasing  power 
cannot  rest  on  a sound  base  if  we  are  plagued  by  slow  growth,  inflation, 
or  a lack  of  confidence  in  the  dollar.  Since  1946,  therefore,  we  have 
come  to  recognize  that  the  mandate  of  the  Employment  Act  implies  a series 
of  objectives  closely  related  to  the  goal  of  full  employment: 

— rapid  growth, 

—price  stability,  and 

— equilibrium  in  our  balance  of.  payments. 


RAPID  GROWTH 

True  prosperity  means  more  than  the  full  use  of  the  productive 
powers  available  at  any  given  time.  It  also  means  the  rapid  expansion 
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of  those  powers.  In  the  long  run,  it  is  only  a growth  of  over-all  pro- 
ductive capacity  that  can  swell  individual  incomes  and  raise  living 
standards.  Thus,  rapid  economic  growth  is  clearly  an  added  goal  of 
economic  policy. 

• Our  gain  of  $132  billion  in  GNP  since  the  first  quarter  of 
1961  represents  an  average  growth  rate  (in  constant  prices) 
of  5 percent  a year. 

• This  contrasts  with  the  average  growth  rate  of  2 1/2  percent 
a year  between  1953  and  I960. 

Part  of  our  faster  gain  in  the  last  four  years  has  narrowed  the 
"gap"  that  had  opened  up  between  our  actual  output  and  our  potential  in 
the  preceding  years  of  slow  expansion.  But  the  growth  of  our  potential 
is  also  speeding  up.  Estimated  aL  3 1/2  percent  a year  during  most  of 
the  1950's,  it  is  estimated  at  4 percent  in  the  years  ahead;  and  sound 
policies  can  and  should  raise  it  above  that,  even  while  moving  our  actual 
performance  closer  to  our  potential. 


PRICE  STABILITY 

I regard  the  goal  of  over-all  price  stability  as  fully  implied 
in  the  language  of  the  Employment  Act  of  1946. 

We  can  be  proud  of  our  recent  record  on  prices: 

• Wholesale  prices  are  essentially  unchanged  from  four  years 
ago,  and  from  a year  ago. 

• Consumer  prices  have  inched  upward  at  an  average  rate  of  1.2 
percent  a year  since  early  1961,  and  1.2  percent  in  the  past 
12  months.  (Much  of  this  increase  probably  reflects  our  in- 
ability fully  to  measure  improvements  in  the  quality  of  con- 
sumer goods  and  services.) 


BALANCE  OF  PAYMENTS  EQUILIBRIUM 

The  Employment  Act  requires  that  employment  policy  be  "consis- 
tent" with  "other  essential  considerations  of  national  policy."  Per- 
sistent balance  of  payments  deficits  in  the  1950's  reached  an  annual 
average  of  nearly  $4  billion  in  1953-60.  Deficits  of  this  size  threat- 
ened to  undermine  confidence  in  the  dollar  abroad  and  limited  our  ability 
to  pursue,  simultaneously,  our  domestic  and  overseas  objectives.  As  a 
result,  restoring  and  maintaining  equilibrium  in  the  U.  S.  balance  of 
payments  has  for  some  years  been  recognized  as  a vital  goal  of  economic 
pol icy. 
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During  the  past  four  years 

• Our  over-all  balance  of  payments  position  has  improved,  and 
the  outflow  of  our  gold  has  been  greatly  reduced. 

• Our  commercial  exports  have  risen  more  than  25  percent  since 
I960,  bringing  our  trade  surplus  to  a new  postwar  record. 

• The  annual  dollar  outflow  arising  from  our  aid  and  defense 
commitments  has  been  cut  $1  billion,  without  impairing  pro- 
grams . 

• Our  means  of  financing  the  deficit  have  been  strengthened, 
reducing  the  gold  outflow  and  helping  to  build  confidence  in 
the  dol lar. 


CONSISTENCY  OF  OUR  GOALS 

Thus,  the  record  of  our  past  four  years  has  been  one  of  .simul- 
taneous advance  toward  full  employment,  rapid  growth,  price  stability, 
and  international  balance. 

We  have  proved  that  with  proper  policies  these  goals  are  not 
mutually  inconsistent.  They  can  be  mutually  reinforcing. 


REPORT  B 

A year  ago,  most  of  the  experts  were  bearish;  1965,  they  said, 
would  be  "good,  but  not  good  enough."  Economists  fretted  over  the  5.0 
percent  unemployment  rate,  the  balance  of  payments  and  a long  string  of 
possible  strikes;  they  worried  that  the  long  business  expansion,  then  in 
its  46th  month,  might  peter  out  in  the  second  half  of  the  year.  What 
happened?  The  Gross  National  Product  vaulted  to  $673  billion  (from 
$629  billion  in  1964),  a "real"  growth  of  5*3  percent  after  discounting 
rising  prices.  Unemployment  at  year's  end  had  been  whittled  to  4.2  per- 
cent of  the  labor  force.  Companies  totted  up  $44.6  billion  in  profits 
after  paying  their  taxes,  and  there  was  a staggering  $2,706  in  personal 
income  for  every  man,  woman  and  child  in  the  country.  It  was  a dizzy 
year,  a superb  year,  the  best  year  ever. 

Rising  Forecasts:  As  clearly  as  the  crystal  ball  ever  shows  it, 

there  is  more  of  the  same  in  store  for  1966.  On  a swelling  tide  of  con- 
sumer confidence,  government  spending  and  business  investment,  the  Gross 
National  Product  will  churn  past  an  annual  rate  of  $700  billion  some 
time  around  midyear.  Assessing  the  prospects  as  recently  as  last 
Thanksgiving,  economists  in  and  out  of  Washington  put  together  their 
annual  "standard  forecast"  calling  for  a GNP  of  about  $714  billion,  a 
real  growth  rate  of  4 1/2  percent.  But  as  the  prospective  defense  bud- 
get has  risen  sharply,  the  standard  forecast  has  risen  with  it.  By 
last  week,  most  of  the  delegates  to  the  American  Economic  Association's 
convention  in  New  York  were  predicting  a GNP  of  $720  billion  to  $725 
billion  - and  some  were  guessing  $735  billion. 
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The  outlook  is  undoubtedly  good;  it  may  be  too  good.  With  wages 
and  prices  creeping  up  and  demand  pressing  hard  against  supply,  the 
economy  may  be  dangerously  close  to  overheating.  Last  week  alone,  the 
Labor  Department  reported  that  the  consumer  price  index  jumped  to  a new 
record  of  110.6  in  November,  and  Bethlehem  Steel  unexpectedly  raised 
some  st ruct ura 1 -stee 1 prices  $5  9 ton  - a move  the  Administration 
promptly  branded  "inflationary." 

But  at  the  moment,  the  biggest  question  mark  is  simply  a vari- 
ation on  the  ancient  choice  between  guns  and  butter.  In  the  1966  pic- 
ture, says  Chase  Manhattan  Bank  economist  William  F.  Butler,  "Vietnam 
is  the  major,  and  almost  the  only,  uncertainty."  If  the  war  accelerates 
much  further,  the  cost  of  waging  it  would  put  enormous  inflationary 
pressure  on  the  economy.  To  stem  this,  President  Johnson  and  his  advis- 
ers, working  last  week  on  the  budget  for  the  fiscal  year  starting  next 
July,  were  whacking  large  slices  from  funds  previously  authorized  for 
Great  Society  programs.  The  Federal  Reserve  Board,  which  has  already 
raised  the  discount  rate  that  sets  interest  rates  throughout  the  economy, 
stands  ready  to  cut  down  the  money  supply.  Consumers  and  businessmen 
will  start  getting  a $1.6  billion  break  this  week  with  the  seconci  stage 
of  last  year's  excise-tax  cuts,  but  they  will  also  start  paying  $5  bil- 
lion more  in  Social  Security  taxes;  and  if  the  inflationary  pressure 
can't  be  contained,  they  may  well  be  hit  with  a new  tax  increase  or 
even,  as  a last  resort,  outright  wage  and  price  controls. 

Sudden  Slack:  Paradoxically,  the  managers  of  the  economy  must 

be  equally  prepared  to  spring  in  the  other  direction.  If  recent  gropings 
toward  peace  should  bear  fruit,  the  world  would  rejoice.  But  as  chief 
economic  adviser  Gardner  Ackley  said  last  week,  "The  economy  would  lose 
a lot  of  steam."  In  fact,  an  economy  geared  to  a partial  war  could 
quickly  slow  down  as  military  production  fell  off,  discharged  Gl's  began 
looking  for  jobs  and  high  tax  receipts  were  bottled  up  in  the  Treasury 
instead  of  flowing  through  the  spending  stream.  Nobody  believes  pros- 
perity depends  on  war.  But  countering  the  sudden  slack,  most  economists 
agree,  would  call  for  a switch  in  spending  back  to  the  domestic  side, 
looser  money  and  credit  policies  and  a quick  tax  cut  to  spur  demand. 

Margin  for  Error:  In  debating  policies  for  1966,  the  Washington 

practitioners  of  "new  economics"  (the  theory  that  prosperity  can  be  sus- 
tained by  government  management  of  spending  and  taxes)  are  uneasily 
aware  that  their  margin  for  error  has  shrunk  considerably.  On  the  one 
hand,  cooling  the  economy  is  a tricky  business  at  best;  as  Ackley  him- 
self concedes,  "There's  always  a danger  that  you'll  go  too  far.  We're 
aware  of  that."  But  on  the  other  hand,  a new  expansionary  push  - even 
after  a slowdown  in  military  spending  - carries  more  risk  of  inflation 
than  ever. 
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For  four  long  years,  with  the  economy  lagging  well  behind  its 
potential  performance,  the  Administration  could  attack  almost  all  of 
its  economic  problems  by  promoting  more  growth.  With  e pool  of  unem- 
ployed men  and  unused  plant  capacity  to  soak  up  any  excesses,  an  over- 
vigorous  push  was  unlikely  to  cause  inflationary  overheating.  But  now 
that  unemployment  has  fallen  to  a 4.1  percent  rate,  Ackley  acknowledges 
that  "it's  getting  down  to  where  we  used  to  consider  we  had  full  employ- 
ment." And  in  a speech  to  the  economists'  convention  in  the  cavernous 
ballroom  of  the  New  York  Hilton  last  week,  Ackley  spelled  out  the  lesson 
"The  difference  between  5 1/2  percent  and  6 percent  unemployment  has 
little  importance  for  price  levels;  the  difference  between  3 1/2  percent 
and  4 percent  may  be  quite  significant."  What's  more,  many  economists 
doubt  that  the  nation's  manufacturers,  currently  operating  at  close-to- 
capacity  rates,  could  handle  any  sudden  increase  in  damand  without  short 
ages  and  an  upward  pressure  on  prices.  In  effect,  balancing  on  the 
growth  line  between  stagnation  and  inflation  is  getting  more  difficult 
and,  for  the  first  time,  highwire  artists  of  the  new  economics  are  per- 
forming without  a net. 

Businessmen  can  do  little  about  any  of  these  issues  beyond  hop- 
ing that  the  decisions  made  in  Washington  will  turn  out  to  be  right; 
and,  as  they  move  into  1966,  businessmen  across  the  country  are  well 
aware  of  the  uncertainties.  But  for  all  that,  in  industry  after  indus- 
try, top  corporate  officials  are  convinced  that  1966  will  be  another 
banner  year. 

11.  Which  of  the  following  statements  best  describes  the  two  reports? 

a.  Report  "A"  appeals  to  the  reader's  emotions  while  report  "El" 
appeals  to  the  reader's  knowledge  of  economics. 

b.  Report  "B"  appeals  to  the  reader's  emotions  while  report  "A" 
appeals  to  the  reader's  knowledge  of  economics. 

*c.  Both  are  analytical  presentations  of  a particular  point  of 
v i ew. 

d.  Both  are  emotional  presentations  of  a particular  point  of  view. 

12.  Which  of  the  following  titles  would  be  most  appropriate  for  report 

nBn? 

*a . Full  Employment  and  the  Threat  of  Inflation 

b.  The  Menace  of  Economic  Stability 

c.  Forward  with  the  Great  Society 

d.  The  Effect  of  the  Tax  Cut  on  Monetary  Policy 

13.  Both  reports  indicate  that  U.  S.  economic  growth  in  1964  and  1965 

has  resulted  in  part  from 

*a.  business  expansion. 

b.  increased  American  investments  abroad. 

c.  higher  wages. 

d.  tight-money  policies. 
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14.  The  reports  indicate  that  U.  S.  prosperity  in  1964  and  1965 
depended  mainly  on 

a*  the  increased  production  for  defense  supplies  and  war  in 
Vietnam. 

*b.  coordinating  the  policies  for  growth,  employment,  stability 
and  balance  of  payments. 

c.  government  expenditures  for  Great  Society  programs. 

d.  coordinating  the  tight-money  policy  of  the  Federal  Reserve 
Board  with  the  large  amount  of  government  spending. 

15.  According  to  report  "A,"  in  1964  the  goal  of  full  employment  was 
accompanied  by*. 

a.  a "tight"  money  policy  and  a reduction  in  consumer  spending. 

b.  the  greatest  amount  of  tax  reducting  with  the  least  amount  of 
increase  in  consumer  demand. 

c.  the  rapid  increase  of  consumer  prices  along  with  a rapid  ad- 
vance i n wages. 

*d.  a maximum  amount  of  economic  growth  with  a minimum  amount  of 
instability  in  prices  and  wages. 

16.  The  problems  of  prosperity  (growth  and  stability)  in  1966,  as  de- 
scribed in  report  "B,"  are  concerned  mainly  with  inflationary 
pressures  arising  from 

a.  overproduction. 

b.  too  little  government  spending. 

c.  a tight-money  policy. 

*d.  inability  to  expand  production  enough. 

17.  Report  "B"  refers  to  the  need  for  flexible  monetary  and  fiscal 

policies.  The  report  suggests  that  if  the  war  in  Vietnam  speeds 
up,  (1)  government  spending  for  Great  Society  programs  would  be 
reduced  and  (2)  the  Federal  Reserve  Board  would  place  further  re- 
straints on  the  money  supply.  What  kind(s)  of  policy  do  these  two 

actions  represent? 

a.  Actions  (1)  and  (2)  are  both  examples  of  fiscal  policy. 

b.  Actions  (l)  and  (2)  are  both  examples  of  monetary  policy. 

*c.  Action  (1)  represents  fiscal  policy;  action  (2)  represents 

monetary  policy. 

d.  Action  (l)  represents  monetary  policy;  action  (2)  represents 
fiscal  policy. 

18.  Successful  peace  negotiations  in  Vietnam  would  change  the  present 
economic  policies  of  the  government.  Which  of  the  following  would 
most  likely  result? 

a.  Increased  military  aid  to  nations  in  the  North  Atlantic  Treaty 
Organization  (NATO) 

b.  Decreased  funds  for  the  Alliance  for  Progress 

*c.  Increased  expenditures  for  the  Great  Society  Program 

d.  Decreased  funds  for  the  Aerospace  Program 


Go  on  to  the  next  page. 
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19.  U.  S.  economic  growth  in  the  last  four  years  has  taken  place  under 
conditions  of  inadequate-supply  di sequi 1 i bri urn  with  unused  human 
and  capital  resources.  All  of  the  following  four  indexes  have 
changed.  According  to  report  "B,"  a change  in  which  of  these  sug- 
gests that  we  should  adjust  our  policies  for  growth  and  stability 
accordi ngl y? 

*a.  The  unemployment  rate 

b.  Per  capita  real  £NP 

c.  The  level  of  corporate  profits 

d.  The  level  of  personal  income 

Briefly  explain  the  reasoning  you  used  to  arrive  at  your  answer  in 
item  19.  Write  your  explanation  on  the  front  of  the  answer  sheet. 

20.  U.  S.  budgetary  policies  are  usually  made  for  one  year  in  advance, 
jn  order  to  be  carried  out  in  the  best  interest  of  the  nation,  they 
must  be 

a.  definitely  carried  out  for  the  sake  of  confidence  in  the  U.  S. 
economy. 

*b.  flexible  enough  to  be  changed  when  unforeseen  (changes  in) 
conditions  arise0 

c.  always  directed  toward  increased  production. 

d.  concerned  primarily  with  the  financial  policies  of  other 
nations. 

Briefly  explain  the  reasoning  you  used  to  arrive  at  your  answer  in 
item  20.  Write  this  explanation  on  the  back  of  the  answer  sheet. 
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Table  C.l 


Item-Analysis  Data  for  Test 
over  Units  1 through  6a 


1 tern 

Data 

Group 

for 

1 

Lowest,  median, 
highest  success 
the  ten  groups 

and 

in 

Succ . 

Disc. 

Low. 

Med. 

High . 

1 

.53 

.46 

.24 

.55 

.81 

2 

.36 

.29 

.71 

.88 

.97 

3 

.60 

.54 

.07 

.62 

.90 

4 

.63 

.60 

.59 

.79 

.92 

5 

.37 

.58 

.37 

.86 

1 .00 

6 

.63 

.22 

.38 

.62 

.94 

7 

.33 

.28 

.06 

.34 

.76 

8 

.28 

.41 

.12 

.46 

.77 

9 

.37 

.36 

.37 

.60 

.88 

10 

.70 

.45 

.41 

. 68 

.94 

1 1 

.37 

.04 

.12 

.24 

.37 

12 

.44 

.51 

.18 

.43 

.64 

13 

.35 

.39 

.28 

.40 

.67 

1 4 

.28 

.47 

.10 

.24 

.36 

15 

.47 

.50 

.47 

.57 

. 86 

16 

.70 

.37 

.41 

.56 

.76 

17 

.53 

.53 

.28 

.59 

.78 

18 

.65 

.57 

.24 

.50 

.76 

19 

.26 

-.02 

.10 

.30 

.57 

20 

.05 

.11 

.05 

.56 

.76 

21 

.26 

.34 

.24 

.40 

.85 

22 

.30 

.57 

.30 

.64 

.90 

a"Succ ."  is  percent  succeeding  on  item.  "Disc."  is  index  of 
discrimination:  point-biserial  coefficient  of  correlation. 
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Table  C.2 


Item-Analysis  Data  for  Test 
over  Units  7 through  11 


Item 

Data 

Group 

for 

1 

Lowest,  median, 
highest  success 
the  ten  groups 

and 

in 

1 

Succ. 

Disc . 

Low. 

Med . 

High. 

23 

.35 

.45 

.19 

.36 

.53 

24 

.58 

.59 

.30 

.70 

.76 

25 

Ml 

.39 

.37 

.56 

.77 

26 

.21 

-.18 

.19 

.34 

.55 

27 

.79 

.51 

.61 

.86 

.90 

28 

Mk 

.35 

.44 

.57 

. 71 

29 

.63 

.41 

.39 

.60 

. 88 

30 

.37 

.52 

.00 

.39 

.69 

31 

.33 

.13 

.06 

.18 

.35 

32 

.10 

.19 

.48 

1 .00 

33 

.60 

.57 

.33 

.70 

.88 

3k 

.60 

.52 

.55 

. 66 

.81 

35 

.56 

.40 

.35 

.64 

.81 

36 

.30 

.37 

.10 

.21 

.31 

37 

.12 

-.03 

.12 

.19 

.30 

38 

.74 

.45 

.41 

.66 

.90 

39 

.60 

.41 

.22 

.60 

.71 

40 

.12 

.07 

.00 

.10 

.21 
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Table  C.3 


Item-Analysis  Data  for  Test 
over  Units  12  through  14 


1 tem 

Data  for 
Group  1 

Lowest,  median,  and 
highest  success  in 
the  ten  qroups 

Succ . 

Disc . 

Low. 

Med . 

High. 

41 

.86 

.11 

.38 

.74 

.95 

42 

.86 

.40 

.62 

.77 

.96 

43 

.74 

.40 

.66 

.76 

.88 

44 

.60 

.19 

.35 

.50 

.70 

45 

.74 

.28 

.29 

.61 

.76 

46 

.37 

.47 

.00 

.25 

.47 

47 

.26 

.25 

.26 

.62 

.97 

48 

.53 

.17 

.29 

.51 

.92 

49 

.07 

.14 

.06 

.09 

.44 

50 

.42 

.50 

.10 

.25 

.47 

51 

.44 

.18 

.00 

.44 

.55 

52 

.40 

.37 

.00 

.16 

.53 

53 

.16 

.34 

.06 

.24 

.70 

54 

.51 

.40 

.05 

.31 

.56 

55 

.74 

.64 

.50 

.67 

.92 

56 

.77 

.45 

.47 

.69 

.96 

57 

.60 

.24 

.38 

.57 

.60 

58 

.60 

.40 

.21 

.42 

.84 

59 

.53 

.33 

.26 

.41 

.80 

60 

.65 

.36 

.53 

.74 

1 .00 

61 

.67 

.40 

.41 

.74 

1 .00 

62 

.67 

.29 

.53 

.70 

.96 

63 

.56 

.43 

.32 

.54 

.85 

64 

.44 

.19 

.17 

.32 

.47 

65 

.16 

.09 

.12 

.23 

.55 

' - 7 c,-  ? »£* tmtisar iap 


"C*  XWO-T'  *Mh 
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Table  C.k 


Item-Analysis  Data  for  Test  of  Interpretation 
of  Reading  Materials 


APPENDIX  D 


WRITTEN  EXERCISES  AND  QUESTIONS  USED  IN  THE  PROJECT,  INCLUDING  MODEL 
ANSWERS,  SELECTED  GUIDES  FOR  EVALUATION  OF  ANSWERS,  OVER-ALL 
SUMMARIES  OF  RESULTS,  AND  INTERPRETATION  OF  RESULTS 


Written  Exercises  and  Questions  for  Units  1-6, 

Including  Model  Answers 

1.  Unit  1 dealt  with  the  Definition  of  Scarcity;  Unit  2 dealt  with  the 
Factors  of  Production.  In  what  general  ways,  if  any,  were  these  two 
units  related — that  is,  how  were  the  main  ideas  in  one  related  to 
the  main  ideas  in  the  other? 

Model  Answer:  Scarcity  in  Unit  1 dealt  with  the  basic  problem  of 

wants  being  greater  than  supply.  Unit  2 discussed  the  factors  of 
production  from  which  the  goods  and  services  are  made.  This  further 
developed  the  concept  of  scarcity  since  the  factors  of  production 
are  what  i s scarce. 

2.  Unit  3 dealt  with  the  topic,  What  to  Produce.  In  what  general  ways 
was  Unit  3 related  to  the  first  two  units7 

Model  Answer:  After  having  studied  the  basic  problem  of  scarcity 

and  the  five  factors  of  production  which  are  themselves  scarce,  one 
can  begin  to  ask  the  basic  economic  question  - "What  to  Produce?" 

To  answer  this,  one  must  know  what  factors  are  available  to  be  used. 


3.  The  topics  of  Units  3-6  were  as  follows: 

Unit  3:  What  to  Produce 

Unit  4:  Allocating  the  Factors  of  Production 

Unit  5 : Stimulating  Efficiency 

Unit  6:  Dividing  the  Goods  and  Services 

In  what  general  ways  were  Units  3-6  related?  That  is,  what  was 
their  common  basis? 

Model  Answer:  These  four  units  discuss  the  basic  economic  decisions 

which  must  be  made  by  every  society.  Thus,  every  society  must, 
decide  what  to  produce,  how  to  allocate  the  factors  of  production, 
how  to  stimulate  efficiency  in  producing  the  goods  or  services,  and 
how  to  divide  the  resulting  products.  Each  of  these  decisions  grows 
out  of  the  basic  fact  of  scarcity. 
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Table  D . 1 

Kinds  and  Frequencies  of  Answers 
Given  to  Questions  1-3,  Units  1-6, 
by  Half  of  Group  1,  N=21, 
an  Average  Group 


Question  1 

1.  Stated  weak  relationship  - no  unfolding 

2.  Discussed  production  

3.  Circular  - explained  content  of  unit  

4.  Had  some  understanding,  but  was  vague 

5.  Related  through  the  profit  motive.  ..••••••• 

6.  Inverted  relationship  - "scarcity  lessened  by 

factors  of  production"  ...  •*•*** 

7.  Mentioned  factors  of  production  only  

8.  Saw  unfolding  relationship  •••••••*  1 •*  * * * 

9.  Used  definitions  only  - scarcity  and  production.  . . 


(6) 

W 

W 

(2) 

0) 

(0 

0) 

0) 

(0 


Question  2 

1.  Stated  weak  relationship  - no  unfolding 

2.  Discussed  practical  aspects  of  production 

3.  Emphasized  product  scarcity 

4.  Said  that  supply  of  factors  of  production  and 
demand  for  product  influences  what  is  produced  . . . 

5.  Recognized  unfolding  aspects  of  relationship  . . 

6.  Unit  3 told  "what  to  produce  in  case  of  scarcity  . . 

7 . Felt  that  expectations  guide  decisions  

8.  Used  examples  from  the  unit 


(6) 

(4) 

(3) 

(3) 

(2) 

(0 

0) 

0) 


Question  3 (The  students  had  apparent ly  onl y covered  through 
Unit  5.  They  were  not  familiar  with  the 
materials  in  Unit  6.) 


1.  Reworded  chapter  titles  which  are  given  in  the 

question  

2.  Saw  a relation  to  production  

3.  Emphasized  factors  of  production  ...  

4.  Discussed  scarcity  

5.  Stated  only  "scarcity  and  production  

6.  Said  "they  are  questions  that  have  to  be 

answers"  (sic)  

7.  Blank  paper 


(7) 

(5) 

W 

(2) 

0) 

0) 

(1) 
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Table  D. 2 

Kinds  and  Frequencies  of  Answers 
Given  to  Questions  1-3,  Units  1-6, 
by  about  Half  of  Group  10,  N-26, 
a Superior  Group 

Question  1 

1.  Mentioned  production  and/or  allocation  (11) 

2.  Had  some  understanding,  but  was  vague (4) 

3.  Saw  unfolding  relationship  (3) 

4.  Circular  - explained  content  of  unit (2) 

5.  Used  definitions  only (2) 

6.  Saw  no  relationship (1) 

7.  Related  to  national  or  local  scarcity (1) 

8.  Inverted  order — "Factors  of  production  must  be 

discussed  first"  (1) 

9.  Said  that  scarcity  changes  amounts  of  factors  of 

production (1) 


Question  2 

1.  Stated  weak  relationship  - little  or  no  unfolding (8) 

2.  Discussed  practical  aspects  of  production (6) 

3.  Used  a superficial  connection (4) 

4.  Reworded  question (2) 

5.  Discussed  demand  and/or  profit  (2) 

6.  Emphasized  product  scarcity (1) 

7.  Applied  a hypothetical  situation  (1) 

8.  Stated  that  "factors  of  production  must  be  present 

in  production" (1) 

9.  Said  that  "scarcity  of  the  product  would  depend  on 

what  you  are  going  to  produce" (1) 


Question  3 

1.  Used  the  idea  of  a sequence  (sometimes  simply  a 

"story")  in  the  several  units (6) 

2.  Saw  a relation  to  production (6) 

3.  Reworded  chapter  titles  which  are  given  in  the  question.  ...  (4) 

4.  Gave  simple,  narrow,  specific  statements  that  showed 

no  clear  understanding  . „ e - (4) 

5.  Discussed  practical  aspects  of  production (3) 

6.  Approximated  the  model  answer  - the  idea  that  these 
successive  units  dealt  with  basic  economic  decisions 

growing  out  of  the  fact  of  scarcity (2) 

7.  Made  a broad,  platitudinous  statement (1) 
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Over-all  Summary  of  Results  for 
Questions  1-3,  Units  1-6 


Question  1 

Several  answers  kept  recurring.  Many  students  attempted  to  in- 
clude the  problems  connected  with  production.  The  students  often 
included  a statement  to  the  effect  that  "the  more  production,  the  less 
scarce  needs  and  wants  are."  Sometimes  the  students  brought  in  the  idea 
of  production  in  the  practical  sense.  That  is,  they  felt  it  necessary 
to  relate  to  reality.  Other  students  were  actually  going  beyond  the 
scope  of  the  question  and  discussing  Unit  3 ■ "What  to  Produce?"  and 
Unit  4 - "Allocating  the  Factors  of  Production". 

Another  prevalent  response  was  given  by  many  students  who  merely 
explained  the  content  of  each  unit  without  recognizing  any  unfolding 
process.  Even  when  some  relationship  was  developed,  the  students  were 
quite  vague.  Answers  often  said  only  that  "the  factors  of  production 
are  what  is  scarce."  Since  this  was  explicit  in  Unit  2,  the  students 
still  did  not:  understand  the  unfolding  or  were  unable  to  express  it  ade- 
quately. Other  students  only  gave  definitions  of  scarcity  and  the 
factors  of  production. 

These  above  answers  were  the  most  common  for  this  question,  al- 
though there  were  many  other  variations.  A few  students,  for  example, 
saw  the  unfolding  as  desired  and  expressed  their  ideas  quite  well.  On 
the  other  hand,  several  students  saw  absolutely  no  relationship  between 
the  units  (although  one  student  who  maintained  this  position  went  on  to 
give  one  of  the  best  explanations  of  the  unfolding).  Another  example  of 
an  answer  given  was  for  the  student  to  reverse  the  order  of  the  material, 
i.e.  the  factors  of  production  must  be  studied  before  one  can  examine 
the  question  of  scarcity.  The  majority  of  answers,  however,  were  but 
variations  on  the  two  prevalent  themes  of  production  or  content. 


Question  2 

The  students  seemed  to  be  able  to  answer  this  question  somewhat 
better  than  the  first  one.  Even  though  the  relationships  which  they  were 
able  to  comprehend  were  often  weak,  there  was  present  the  germination  of 
an  idea.  For  example:  "You  can't  produce  if  there  aren't  materials  to 

produce  with.  These  materials  are  the  5 factors  of  production.  The 
scarcity  in  Unit  1 limits  what  can  be  produced."  This  example  is 
typical  of  many  of  the  answers,  for  although  it  shows  a type  of  relation- 
ship, the  student  still  has  not  seen  the  unfolding  of  the  ideas. 

Another  prevalent  answer  was  for  the  students  to  discuss  the 
practical  aspects  of  production.  They  often  would  mention  that  a pro- 
ducer or  a businessman  would  have  to  consider  such  questions  as  scarcity 
and  the  factors  of  production.  Thus  they  attempted  to  show  a relation- 
ship, but  they  approached  it  from  a purely  pragmatic  standpoint. 
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Yet  another  rather  common  answer  was  an  attempt  on  the  part  of 
the  students  to  discuss  not  only  the  scarcity  of  the  factors  of  pro- 
duction, but  also  the  demand  for  the  proposed  product.  Once  again  the 
students  attempted  to  use  a situation  approaching  reality.  Although  it 
is  true  that  both  demand  and  supply  must  be  considered,  the  question  of 
demand  was  not  relevant  to  the  unfolding  relationship. 

One  problem  seemed  to  be  repeated  in  many  of  the  answers.  The 
students  were  uncertain  of  the  referrent  to  "scarcity".  In  the  same 
answer  they  would  use  scarcity  to  indicate  both  the  product  and  the 
factors  of  production. 

There  were  also  isolated  variations  of  answers.  For  example, 
one  student  attempted  (unsuccessfully)  to  answer  this  through  the  use  of 
a hypothetical  situation. 


Question  3 

Answers  to  question  three  were  uniformly  poor.  Many  of  the 
students  felt  that  these  units  were  but  steps  in  the  production  of  goods 
and  services.  Implied  in  many  of  these  answers  was  the  profit  motive. 

The  students  felt  that  if  all  of  these  questions  were  answered  by  the 
entrepreneur  that  he  would  not  only  succeed  in  producing  a product,  but 
also  have  a resulting  profit. 

Many  other  students  simply  reworded  the  question.  They  made 
brief  summaries  of  the  chapters,  but  since  the  question  stated  the 
titles  of  the  units,  this  did  not  indicate  any  knowledge  beyond  familiar- 
ity with  the  units. 

There  were  isolated  instances  of  students  who  recognized  that 
these  units  discussed  the  basic  economic  decisions  of  a society.  However, 
even  some  students  who  recognized  these  as  economic  decisions  thought  of 
them  as  being  decisions  of  an  individual  producer  and  not  of  society  as 
a whole.  A comprehension  of  the  relationship  of  Units  3-6  was  evidenced 
by  very  few. 
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Interpretation  of  Results,  Questions  l-3>  Units  1-6 

Several  outside  conditions  probably  contributed  to  the  poor 
results  on  these  questions.  The  students  had  probably  not  previously 
taken  a test  of  this  kind  where  they  were  required  to  show  a relation- 
ship of  ideas.  Therefore,  even  if  they  understood  the  unfolding,  the 
students  may  have  been  unable  to  express  themselves  adequately.  The 
teachers  were  also  somewhat  unfamiliar  with  both  the  content  of  the 
materials  and  the  unfolding  structure  of  the  discipline-centered 
approach.  In  point  of  fact,  several  of  the  teachers  later  mentioned  that 
they  had  not  realized  what  was  meant  by  the  unfolding  until  Unit  7.  This 
means  that  the  students  were  not  prepared  for  such  a test  either  from 
previous  experience  or  from  classroom  presentation  of  the  materials. 

A general  interpretation  of  the  results  of  this  first  test  can 
justifiably  be  done  only  in  the  light  of  the  above  qualifications.  The 
results  are,  therefore,  not  a true  reflection  upon  the  content  of  the 
units  Perhaps  one  can  say  for  this  reason  that  the  tests  were  unable 
to  give  a true  measure  of  the  students'  knowledge  becuase  of  these  other 
(unmeasurable)  variables. 

With  particular  reference  to  question  3>  it  appeared  that  the 
fact  that  Units  3-6  were  discussing  the  basic  economic  decisions  of  a 
society  was  not  sufficiently  explicit  in  the  materials.  It  was  stated 
in  the  sequenced  outline,  but  it  was  not  stressed  in  the  learning 
situations  in  either  the  Teacher's  Guide  or  the  Student  Materials.  The 
students  often  attempted  to  make  a relationship  between  ideas  in  the 
first  two  questions.  In  this  one,  however,  the  only  attempted  relation- 
ship was  through  the  physical  reality  of  production.  Evidently  the 
students  were  not  sufficiently  familiar  with  the  ideas,  and  the  basis 
for  drawing  such  theoretical  conclusions  was  not  presented  adequately. 
This  idea  must  be  stressed  more  strongly  in  both  the  Teacher's  Guide 
and  the  Student  Materials. 


867 


Written  Exercises  and  Questions  for  Units  7“ 11* 
Including  Model  Answers 


Exercise  1 

Directions:  Read  the  data  on  "Kowa"  on  the  opposite  page. 

a)  Fill  in  the  table  on  the  opposite  page,  using  the  data  given. 

b)  What  is  the  Gross  National  Product  for  Kowa  in  1965?  ($1,300) 

c)  What  is  the  Disposable  Personal  Income  in  1965?  ($905) 

Now,  answer  only  the  one  question  checked  below.  Write  a short 
paragraph  below  to  show  your  understanding. 

d)  Businesses  saved  $125  ($75  for  depreciation  and  $50  from  retained 
profits).  But  they  purchased  $200  worth  of  new  capital  goods. 

Where  and  how  do  you  think  they  obtained  the  additional  $75? 

Model  Answer:  The  consumer  sector  saved  $105  in  banks,  financial 

institutions,  or  in  their  homes.  Businesses  were  able  to  borrow 
the  $75  they  needed  from  these  sources. 

e)  The  government  ran  a deficit  of  $30.  Where  and  how  do  you  think 
they  obtained  the  addtional  $30? 

Model  Answer:  The  consumer  sector  saved  $105  in  banks,  financial 

institutions,  or  in  their  homes.  The  government  was  able  to  borrow 
the  $30  they  needed  from  these  sources. 

f)  Suppose  that  consumers  had  spent  all  their  disposable  income  and 
saved  nothing.  What  consequences  could  this  have  produced  in  Kowa 
in  the  next  year  (1966)? 

Model  Answer:  Businesses  would  not  have  been  able  to  buy  all  the 

capital  goods  they  needed  for  expansion  and  consequently  they  would 
have  to  be  content  with  only  $125  of  new  capital  goods.  In  1965, 
the  government  would  have  been  forced  to  increase  taxes  by  $30  or 
reduce  their  spending. 
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Background  Data  and  Table  for  Exercise  1 
Data  for  Kowa , 1965 

1.  Businesses  paid  out  $800  in  wages,  $50  in  rent,  $125  in  interest, 
and  $100  in  dividends  to  the  consumer  sector. 

2.  Businesses  saved  $75  for  the  depreciation  of  equipment  and  retained 
$50  of  their  profits  toward  the  purchase  of  additional  capital  goods. 

3.  Businesses  paid  out  $100  in  taxes  and  consumers  paid  out  $200  in 
personal  taxes. 

4.  Government  transferred  $30  to  consumers  for  Social  Security  benefits 
and  unemployment  compensation. 

5.  Consumers  purchased  $800  worth  of  goods  and  services  from  producers^ 

6.  The  government  purchased  $300  worth  of  goods  and  services  from  pro- 
ducers . 

7.  Businesses  invested  $200  in  new  capital  goods. 


Table  for  National  Product  System,  Kowa,  1 965 ^ 


Flows  for: 

Produci ng 
Out  1 n 

Consumer 
Out  1 n 

Government 
Out  1 n 

Savings  & 

1 nvestment 
Out  1 n 

Payments  to  Factors 

of  Production: 

Wages  

800 

800 

Rent 

50 

50 

Interest  .... 

125 

125 

Dividends  .... 

100 

100 

Business  Saving: 

Depreciation  . . 

75 

75 

Retained  Profits 

50 

50 

Bus i ness  Taxes  . . . 

100 

100 

Personal  Taxes  . . . 

200 

200 

Government  Transfers 

30 

30 

Personal  Consumption: 

Expenditures  . . 

800 

800 

Government  Purchases 

300 

300 

Domestic  Investment: 

Capital  Goods  . . 

200 

200 

Government  Saving  . . 

-30 

-30 

Personal  Saving  . . . 

105 

105 

Tota 1 s 

$1,300  $1,300 

$1,105  $1,105 

$300  $300 

$200  $200 

^Table  was  filled  in  by  the  students. 


m 


870 

Diagram  to  go  with  Exercise  2 


Total  Demand 
$360  Billion 


1 


m 
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Exercise  2 

Directions:  Study  the  diagram  on  the  opposite  page  and  then  answer  the 

questions  below.  Assume  here  that  resources  are  being  used  to  the  full- 
est extent. 

a)  What  type  of  disequilibrium  does  this  diagram  represent?  Check 
answer  in  proper  space  to  left. 

( ) a.  inadequate  demand 

(X)  b.  inadequate  supply 

( ) c.  inadequate  savings 

( ) d.  inadequate  spending 

b)  Here  are  some  examples  of  governmental  policies: 

X.  decrease  taxes  II*  increase  taxes 

III.  decrease  government  spending  IV.  increase  government 

V.  do  nothing  spending 

Which  one  of  these,  or  combination  of  these,  would  you  choose  under 
the  above  circumstances?  Explain  the  reasoning  behind  your  decision. 
Write  your  answer  below. 

Model  Answer:  The  government  policies  would  be  aimed  at  curbing  the 

inflation  that  would  result  from  the  given  conditions.  The  govern- 
ment would  therefore  either  decrease  its  spending  or  increase  taxes 
or  both.  The  effect  of  these  policies  would  be  a reduction  in  de- 
mand which  would  bring  the  supply  and  demand  relationship  more  into 
equi 1 ibrium. 


mm 
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Exercise  3 

Directions:  Study  the  diagram  on  the  opposite  page  and  then  answer  the 

questions  below.  Assume  here  that  resources  are  NOT  being  used  to  their 
fullest  extent. 

3.1  What  type  of  disequilibrium  does  this  diagram  represent?  Check 
answer  in  proper  space  to  left. 

( ) a.  inadequate  demand 

(X)  b.  inadequate  supply 

( ) c.  inadequate  savings 

( ) d.  inadequate  spending 

3.2  Here  are  some  examples  of  governmental  policies: 

a.  decrease  taxes  b.  increase  taxes 

c.  decrease  government  spending  d.  increase  government  spending 

e.  do  nothing 

Which  one  of  these,  or  combination  of  these,  would  you  choose  under 
the  above  circumstances?  Explain  the  reasoning  behind  your  decision. 
Write  your  answer  below. 

Model  Answer:  Government  policies  would  be  aimed  at  supporting  the 

economic  growth  that  would  result  from  the  given  conditions.  If  a 
slow  growth  rate  seemed  desirable,  the  government  would  do  nothing 
to  change  its  existing  policies  on  taxes  and  spending.  If  an  accel- 
erated growth  seemed  desirable,  it  would  cut  taxes  and  increase 
government  spending. 


Question  k 

Units  1-6  dealt  in  one  way  or  another  with  the  concept  (idea)  of 
Scarcity.  Write  a few  sentences  telling  how  Scarcity  is  related  to 
Unit  7 on  Flows. 

Model  Answer:  In  the  first  six  units  on  Scarcity,  we  studied  each  of  the 

four  basic  economic  decisions  faced  by  society.  To  make  the  analysis  of 
each  decision  clear,  we  separated  the  four  decisions  and  treated  them  in 
order.  In  reality,  however,  these  decisions  are  not  made  separately  or 
in  sequence.  They  are  constantly  interacting.  We  need  another  set  of 
analytical  ideas  to  carry  our  economic  reasoning  forward.  Unit  7 on 
Flows  introduces  the  idea  of  continuous  interaction  in  an  economy  by 
picturing  a dynamic  model  in  which  the  continuous  flow  of  goods  and  ser- 
vices is  seen  in  relation  to  a continuous  flow  of  money. 
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Question  5 

Unit  5,  Stimulating  Efficiency,  introduced  you  to  the  idea  of 
productivity  (gains  in  efficiency)  as  measured  by  the  amount  of  output 
obtained  from  a given  amount  of  input.  Unit  9,  Definition  of  Economic 
Growth,  introduced  you  to  the  idea  that  changes  in  population  affected 
the  growth  of  the  economy.  How  would  you  relate  the  concept  of  pro- 
ductivity to  a .discussion  of  changes  in  the  per  capita  real  GNP  over  a 
period  of  years? 

Model  Answer:  A change  in  per  capita  real  GNP  over  a period  of  years 

may  be  caused  by  increased  inputs  (more  people  working  longer  and. 
harder),  or  by  increased  productivity  (more  efficiency  in  production  due 
to  specialization,  scale  of  enterprise,  new  science  and  technology,  and 
increased  motivation  and  education),  or  by  a combination  of  increased 
inputs  and  increased  productivity.  Since  gains  in. product i vi ty  allow 
member s of  a society  more  time  for  leisure  and  an  increased  standard. of 
living,  this  source  of  economic  growth  is  very  important  in  most  soci- 
eties. 


Question  6 

What  is  the  advantage  of  the  so-called  "four-fold  division"  of  the 
economy,  over  the  "two-fold  division,"  in  studying  the  flow  of  goods  and 
services  and  the  flow  of  money?  Explain  briefly. 

Model  Answer:  The  "two-fold  division"  of  the  economy  separates  goods  and 

services  used  primarily  by  producers  from  those  used  by  consumers.  This 
division  is  useful  for  studying  the  decision  made  by  a society  about 
what  to  produce.  In  a rough  sort  of  way,  we  can  measure  the  amount  of 
goods  and  services  produced  for  present  consumption  against  those  pro- 
duced and  used  to  increase  production  in  the  future.  The  "two-fold 
division,"  however,  is  not  useful  when  we  try  to  analyze  the  process  of 
changing  the  size  of  the  GNP.  For  this,  we  need  to  separate  the  economic 
activities  of  a society  into  four  components:  Business,  Consumers, 

Government,  and  Foreign.  This  "four-fold  division"  permits  us  to  trace 
the  interaction  of  the  flows  in  and  out  of  the  four  sectors  named  above 
and  thereby  locate  the  sources  of  change. 


Question  7 

Tell  in  a few  sentences  what  is  meant  by  "the  multiplier"  in 
economics.  Then  explain  briefly  how  the  multiplier  helps  us  understand 
better  the  workings  of  our  economy. 

Model  Answer:  A change  in  the  spending  or  investing  activities  of. one 

sector  of  the  economy  produces  a change  in  the  spending  and  investing 
activities  of  the  other  sectors.  How  much  will  a change  in  the  activi- 
ties of  one  sector  affect  the  total  economy?  The  theory  of  the  multi- 
plier attempts  to  give  us  a guide  for  answering  this  question. 
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Over-all  Summary  of  Results  for  Exercises  and 
Questions  for  Units  7-11 


Exercise  1(a) 

Several  groups  mastered  the  details  of  income  accounting  but 
were  unable  to  answer  the  (b),  (c) , (d),  (e),  and  (f)  parts  of  the 
quest  ion. 

The  predominant  errors  in  the  Kowa  chart  appeared  in  entering 
items  on  savings  and  investment.  Government  savings,  personal  savings, 
and  domestic  investment  were  omitted  or  entered  incorrectly  by  most  of 
the  students.  Business  savings  - depreciation  and  retained  profits 
- were  missed  as  a unit,  and  usually  in  addition  to  the  above  items. 

On  the  whole,  the  other  items  were  correctly  entered. 


Exercise  1(b) 

Most  of  the  students  missed  this  question.  Some  of  them  added 
all  of  the  totals  and  some  took  the  totals  from  the  wrong  columns. 


Exercise  1(c) 

Most  of  the  students  missed  this  question.  They  used  the  total 
from  the  correct  column  - "Consumer,  In"  - but  they  failed  to  subtract 
"personal  taxes"  from  the  total . 

Exercise  1(d) 

Students  had  a vague  conception  of  the  immediate  sources  of  the 
additional  $75  that  was  needed,  but  they  did  not  make  specific  use  of 
the  accounts  in  the  Kowa  chart.  They  expressed  the  source  in  terms  of 
selling  more  stock,  previous  savings  (which  was  erroneous),  current 
savings  (which  were  also  absorbed  in  the  $125),  and  borrowing  money. 
They  did  not  clearly  state  that  savings  originated  with  the  consumer 

sector. 


Exercise  1(e) 

Students,1  answers  were  similar  to  those  in  1(d)  in  that  they 
gave  immediate  sources  of  the  additional  $30  that  was  needed  without  re 
ferring  to  the  Kowa  chart.  For  example,  most  of  the  students  said  that 
the  money  would  be  secured  from  bonds  or  taxes.  Again,  they  did  not 
state  it  in  terms  of  the  broader  concept  of  consumer  savings. 
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Exerci  se  1(f) 

Up  to  a certain  point  most  of  the  students'  answers  were  good. 
They  were  aware  that  possibly  less  would  be  produced  or  the  GNP  would  be 
affected;  but  few  of  the  students  explained  that  production,  and  espe- 
cially growth,  depended  specifically  on  the  lack  of  funds  for  investing 
in  capital  goods.  Many  of  them  took  the  consumer's  standpoint  and  said 
that  consumers  could  not  buy  as  much  because  they  had  no  savings  (with- 
out consideration  for  current  income);  they  also  predicted  unemployment 
and  depression. 


Exercise  2. 1 

Most  of  the  students  recognized  the  problem  of  inadequate 

supply. 


Exercise  2.2 

Students  were  able  to  determine  one  of  the  government  policies 
and  many  mentioned  two  of  the  policies  but  very  few  said  that  either  an 
increase  in  taxes  or  a reduction  of  government  spending  or  both  policies 
were  applicable  to  the  situation.  However,  many  students  noted  con- 
flicting policies  such  as,  increase  taxes  and  increase  government 
spend i ng. 

Explanations  of  these  policies  were  usually  brief,  and  most  stu- 
dents were  vague  in  their  reasoning  concerning  the  effect  of  government 
spending.  Many  of  them  explained  the  effect  on  wages  and  unemployment 
rather  than  the  effect  on  demand  and  savings  for  the  purpose  of  increas- 
ing production. 


Exercise  3. 1 

Most  of  the  students  recognized  the  problem  of  inadequate  supply 
in  the  flows  in  the  diagram. 


Exercise  3.2 

Students  were  less  accurate  in  their  selection  of  policies  and 
in  their  reasoning  for  the  economic  situation  in  which  resources  were 
not  being  used  to  their  fullest  extent.  They  did  not  clearly  state  the 
reasons  for  their  selection  of  policies  and  they  tended  to  be  most  vague 
about  the  effect  of  government  spending.  Few  students  recognized  the 
possibility  of  doing  nothing,  thus  giving  the  market  operations  an  op- 
portunity to  stimulate  production  in  order  to  increase  supply. 
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Students  did  not  recognize  the  effect  of  these  pol i cies  on  the 
amount  of  growth  that  would  be  desirable;  consequently,.  few  students 
said  that  one  of  the  policies  could  be  to  do  nothing. 


Question  4 

The  sample  tended  to  relate  the  concept  of  scarcity  to  resources 
and  wants  in  general,  rather  than  to  the  four  basic  decisions  Even  the 

students  who  developed  the  relationships  seemed  to  ® bgsj 

understanding  of  scarcity  without  the  understanding  of  the  four  basic 
decisions  for  dealing  with  the  scarcity. 

There  was  a tendency  to  establish  relationships  at  the  level  of 
a predetermined  supply  and  demand,  and  from  this  point  to  s ow  re  a i 
ships  to  Unit  7.  Having  lost  sight  of  the  desisions,  students  dealt 
vaguely  with  supply  and  demand.  Consequently,  they  saw  the  relation- 
ships  without  the  dynamism. 

No  references  were  made  to  the  static  quality  of  scarcity  in 
Units  1-6  and  the  dynamic  quality  in  Unit  7.  The  flow  of  goods  and 
services  and  the  flow  of  money  were  treated  as  totals  or  re-arrangements 
of  individual  transactions.  As  a total  or  re-arrangement,  Unit  7 was 
significant  to  them  because  the  flow  of  goods  and  services  and  the  flow 
of  money  interacted  and  resulted  in  price  changes,  changes  ,n  wages 
increased  or  decreased  production,  or  ^ 'sequil i br , urn  This  interest  in 

the  results  of  the  flow  of  money  overshadowed  any  interest  in  the  tour 
basic  decisions.  Students  related  results  of  the  interaction  which 
stemmed  from  supply  and  demand  (which  was  used  very  loosely),  rather 
than  the  interaction  that  stemmed  from  the  four  basic  decisions. 

One  other  approach  was  common.  Some  students  recognized  scar- 
city of  the  factors  of  production  in  Units  1-6  and  transferred  this 
scarcity  directly  to  scarcity  in  the  flows  without  regard  for  the  pro- 
cess of  dealing  with  this  scare! ty-namely,  the  four  basic  decisions. 
Furthermore,  there  was  little  evidence  that  they  thought  of  scarcity  in 
Units  1-6  in  static  sense. 


lues t ion  5 

No  one  in  the  sample  considered  the  three  alternatives  for  in- 
:reasing  production.  Few  accurately  related  increased  bY 

leans  or  the  other  to  changes  in  per-capita  real  GNP.  (Additional  inputs 
lere  usually  omitted.)  Many  did  not  thoroughly  understand  the  meaning 
>f  the  terms  "productivity",  "per-capita",  "GNP",  and  confused  them  with 
'production11  and  "population". 

Increased  production  was  treated  as  a natural  response  to  the 
iemand  created  by  an  increase  in  population.  Some  students  digresse 
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from  the  force  of  demand 
planat ion.  In  some  cases 
mous 1 y. 


to  include  prices,  jobs,  and  wages  in  their  ex- 
productivity and  inputs  were  used  synony- 


Very  few  approached  the  answer  from  the  point  of  changes  in  per- 
caDita  real  GNP'  the  approach  usually  began  with  the  response  of  in- 
crease in  production  to'an  increase  in  population-usual ly  not  relating 
it  to  per-capita  GNP.  Few  students  explained  how  economic  growth  could 

result  from  increased  production. 


Question  6 

Undue  importance  was  attached  to  the  relationship  of  the  four- 
fold division  and  the  two  flows  as  though  *he  two  flows  pertained  only 
to  the  four-fold  division-and  not  the  two-fold  d i y i s ion.  There  i were 
some  definite  indications  that  students  were  thinking  of  the  interact i 
between  the* p roducer  and  consumer  in  the  two-fold  divlsio^  instead  of 
the  flows  of  producer  and  consumer  goods.  Any  detailed  explanations 
consisted  of  descriptions  of  the  four  sectors  in  relation  to  the  flow  of 
goods  and  services  and  the  flow  of  money. 


Question  7 

Generally,  the  sample  of  students  did  not  ful ly  understand  the 
relationships  involved  with  the  multiplier.  Some  saw  the  effect  of  the 
expendHurePand  investing  activities  of  one  sector  in  re... ^on  to  .no  her 
elector  but  more  often  they  saw  it  and  the  activities  of  one  sector  in 
relation  to  the  entire  economy.  The  indication  of  these  effects  were 
varied,  including  growth  but  also  stability,  equilibrium,  depression, 
recession,  and  efficiency. 


There  were  several 
meaning  of  the  multiplier, 
but  most  often  explained  i 


inaccuracies  in  attempts  to  explain  the^ 
Students  were  aware  of  the  chain  reaction 
t within  one  sector;  usually  they  explained 


in  terms  of  creating  money. 


it 
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Interpretation  of  Results  on  Exercises  and 
Questions  for  Units  7“H 


Exercise  1 (a) 

Students  did  not  make  the  transition  from  the  two-fold  to  the 
four-fold  structure  for  studying  the  economy,  that  is,  they  did  not  under- 
stand the  use  of  money  that  was  not  spent  for  goods  and  services.  In  the 
two-fold  division,  it  was  assumed  that  all  income  was  used  for  buying 
goods  and  services.  In  the  four-fold  division,  savings  and  investment 
must  be  accounted  for*  the  students  did  not  understand  the  flows  in  and 
out  of  savings  and  investment  account. 

The  lack  of  ability  to  interpret  the  chart  indicated  that  too 
much  emphasis  had  been  placed  on  the  mechanics  of  income  accounting  and 
too  little  on  relationships. 

Exercise  1(b) 

Although  a few  of  the  answers  were  incorrect  because  of  errors 
in  individual  items,  most  of  them  indicated  that  students  did  not  under- 
stand GNP  because  the  amounts  given  were  not  the  total  of  the  "Producing, 
Out"  column. 


Exercise  1(c) 

Students  did  not  distinguish  between  "personal  income"  and  "dis- 
posable personal  income";  therefore,  they  failed  to  subtract  personal 
taxes  from  the  total  consumer  income. 


Exercise  1(d) 

Students  were  unable  to  generalize  that  the  source  of  savings 
for  business  needs  was  in  the  consumer  sector,  although  they  mentioned 
several  immediate  sources  of  funds  such  as  loans,  stocks,  and  bonds. 


Exercise  1 (e) 

The  students  who  answered  1(e)  answered  the  question  on  a level 
similar  to  that  of  1(d).  They  failed  to  advance  beyond  the  level  of 
understanding  the  immediate  sources  of  money  for  investment  purposes,  to 
the  more  general  concept,  namely,  that  money  must  be  secured  from  the 
savings  of  the  consumer  sector. 
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Exercise  1(f) 

Many  of  the  students  were  apparently  not  aware  that  the  lack  of 
savings  made  it  impossible  to  buy  capital  goods,  and  many  of  them  did 
not  consider  that  production  could  continue  without  growth  as  the  result 
of  the  lack  of  consumer  savings  for  investment  in  capital  goods.  The 
direct  relationship  of  investment  to  consumer  saving  was  not  clear  to 

some  of  the  students. 

There  was  much  i nterest--erroneous  and  otherwi se— concerni ng  the 
direct  effect  on  the  consumer  rather  than  the  effect  on  the  producer. 


Exercise  2 

The  students  understood  the  diagram  but  most  of  them  were  unable 
to  interpret  it  fully  for  the  purposes  of  formulating  governmental  poli- 
cies Their  reasoning  was  faulty  with  respect  to  the  effects  of  govern- 
ment spending.  Possibly,  they  were  oriented  to  the  effect  of  taxes.  On 
the  other  hand,  their  orientation  to  government  spending  was  vaguely  . 
associated  with  employment.  Likewise,  many  of  the  students  were. thi nki ng 
in  terms  of  money  flowing  into  the  government  account  and  not  being  spent 
by  the  government,  rather  than  the  purpose  of  these  policies,  namely,  to 
bring  about  equilibrium. 


Exercise  3 

Students  either  did  not  read  the  directions  carefully  or  they 
did  not  distinguish  between  the  policies  that  would  be  applicable  to  the 
condition  of  inadequate  supply  relative  to  full  use  of  resources  and 
partial  use  of  resources.  They  tended  to  answer  the  question  as  though 
resources  were  being  used  to  the  fullest  extent. 

As  in  Exercise  2,  students  interpreted  the  effect  of  government 
spending  on  wages  and  employment  and  not  the  effect  on  the  economy  as 

a whole. 


In  many  cases,  the  level  of  understanding  of  the  market. and  the 
influence  of  government  policies  was  on  the  level  of  isolated  situations 
instead  of  the  effect  on  the  economy  as  a whole.  Li kewi se,  students  did 
not  consider  that  these  policies  were  measures  for  controlling  growth 
under  conditions  of  partial  use  of  resources,  namely,  slow  growth  or 
accelerated  growth. 


Question  4 

The  weakness  would  appear  to  have  lain  in  the  perspective  of 
Units  1-6;  either  it  was  developed  too  slowly  or  it  was  not  "pulled 
together"  before  making  the  transition  to  Unit  7.  This  proper 
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perspective,  or  nature  of  the  static  model,  could  have  been  established 
in  a summary  at  the  end  of  Unit  6;  or,  frequent  reminders  may  have  been 
needed  in  Units  3,  5,  and  6,  that  these  decisions  are  due  to  scarcity 

of  the  factors  of  production,  all  of  which  will  be  revealed  in  the 
flows--thus  forecasting  the  dynamic  Model . 

These  indications  of  insufficient  emphasis  on  the  nature  of  the 
static  model,  not  the  nature  of  the  dynamic  model,  apparently  resulted, 
in  no  distinction  being  made.  The  greater  interest  shown  in  the  dynamic 
model  may  have  been  an  assumption  that  the  static  model  was  unrealistic 
and  disregarded  in  favor  of  the  more  realistic  dynamic  model. 

The  weaknesses  of  the  Economica  story  may  have  accounted  for  the 
failure  to  see  constrasting  models.  The  previous  learning  si tuat ion--The 
Route  of  the  Su i t— expla i ned  the  chain  of  related  events  and  income  in  a 
realistic  setting;  the  change  to  the  fantastic  setting. of  Economica  would 
tend  to  draw  attention  away  from  the  important  transition  from  the  "Suit 
Story"  to  an  economic  system.  If  the  "Suit  Story"  could  be  extended  to 
include  decision-making,  as  well  as  income,  and  if  it  could  become  a 
part  of  the  dynamic  flow  of  goods  and  services  and  the  flow  of  money  in 
an  economic  system,  students  probably  would  see  both  the  relationship 
and  the  development  of  the  dynamic  model. 

Also,  in  the  "Route  of  the  Suit",  references  could  have  been 
made  to  the  four  basic  decisions  in  producing  the  suit  whereby  the  most 
value  was  added;  this  might  have  related  the  two  models.  At  the  same 
time,  .some  of  the  physical  details  of  producing  the  suit  might  have  been 
minimized  for  the  sake  of  the  length  of  the  story. 


Question  5 

The  failure  to  do  well  on  the  question  resulted  partly  fr~m  leek 
of  understanding  of  the  term  productivity,  per-capita,  and  GNP . 

The  brief,  seemingly  automatic  response  of  increased  production 
to  demand  suggested  a generalization  that  students  had  "learned"  but  did 
not  completely  understand,  especially  when  they  digressed  from  the  point 
of  the  question  to  explain  the  effect  on  prices  and  wages.  They  were 
insecure  in  correlating  increased  production  and  changes  in  per-capita 
GNP;  consequently,  they  did  not  see  the  "mechanics"  for  economic  growth 
(increased  inputs  and/or  increased  productivity). 

If  students  had  approached  the  answer  from  the  point  of  per- 
capita  real  GNP--first  noting  current  production,  then  the  effect  of  an 
increase  in  population  without  an  increase  in  production,  then,  an  in- 
crease in  population  with  an  increase  in  production  by  one  of  the  two 
means,  and  finally  an  increase  in  production  (by  one  of  these  means), 
beyond  the  current  per-capita  GNP,  they  might  have  identified  economic 
growth.  Their  approach  (increased  production  in  response  to  increased 
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demand)  brought  them  to  a "dead-end11  with  per-caplta  GNP  remaining  the 
same,  thus  not  explaining  growth. 


Unit  9,  third  situation,  p.  162,  compared  changes  in  per-capita 
real  GNP  and  searched  for  the  causes.  It  pin-pointed  economic  growth  in 
this  way:  "The  ability  of  a society  to  increase  real  GNP  faster  than 

the  increase  in  population."  (Student  Materials)  Considering  the  very 
few  cases  in  which  this  procedure  was  used  to  analyze  growth,  one  might 
conclude  that  the  materials  were  not  followed  by  the  teacher  nor  under- 
stood by  the  students. 


There  apparently  were  no  situations  in  the  student  materials  nor 
references  in  the  teacher's  materials  that  attributed  increased  produc- 
tion to  the  demand  created  by  an  increase  in  population-such  as  the 
students  used  in  answering  the  question.  It  may  have  been  suggested  in 
the  explanation  of  the  profit  motive  as  one  of  the  causes. of  '"ceased 
productivity.  This  was  another  indication  that  the  materials  were  not 
used  verbatim  in  the  study  of  economic  growth. 


This  section  might  be  subject  to  revision  on  the  grounds  that  It 
may  be  better  to  eliminate  some  details,  rather  than  to  have  teachers 
omit  them  because  they  appear  to  overwhelming. 


Question  6 

Many  of  the  students  have  grasped  the  idea  of  how  the  flow  of 
goods  is  divided  among  the  four  sectors,  but  they  do  not  understand  how 
this  information  can  be  used  to  determine  which  sectors  should  be  stimu- 
lated to  produce  economic  growth. 

Perhaps  the  term  "GNP"  should  have  been  introduced  at  the  time 
the  two-fold  division  was  introduced  in  Unit  2 so  that  the  four-fold, 
dividion  is  understood  as  an  alternative  breakdown  of  goods  and  services 
and  not  mistaken  for  additional  sectors  of  the  economy,  which  it  appears 
to  have  been.  During  the  discussion  of  the  factors. of  product ion  i n the 
lesson  situations,  the  emphasis  was  placed  on  scarcity  and  allocation. 
Simply  to  illustrate  them  within  the  f low-of-goods-and-services  arr.  . 
may  help  the  students  to  see  the  component  parts  of  the. two-fold  division 
in  contrast  to  the  component  parts  of  the  four-fold  division  when  the 
latter  is  introduced  (as  well  as  to  see  the  development  of  the  dynamic 
versus  the  static  models  when  the  flow  of  money  is  introduced;.  As  a 
result  of  identifying  GNP  and  visualizing  its  components  in  a two-fold 
division,  students  should  be  better  prepared  for  the  new  terms  in 
Unit  10. 


Summaries  might 
been  summarized  with  the 
duct  ion  makes  up  the  GNP 


have  served  the  same  purpose.  Unit  2 might  have 
idea  that  the  combination  of  the  factors  of  pro- 
in the  two-fold  division.  At  the  end  of  Unit  3, 
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students  could  have  learned  that  this  Is  how  they  are  allocated  to  sat- 
isfy the  most  wants  and  at  the  same  time  to  produce  the  maximum  GNP. 

These  references  were  clearly  stated  in  the  teacher's  materials  but  lost 
In  the  student's  materials. 

Having  acquired  this  background,  students  would  be  better  pre- 
pared for  the  new  breakdown  of  the  flow  of  goods  and  services  in  Unit  10. 
As  a result,  they  can  not  only  learn  it,  but  they  are  also  ready  to  apply 
it. 


It  is  possible  that  the  teacher  did  not  apply  his  materials  to 
the  learning  situations  in  Units  2 and  3 because  he  did  not  have  the  per- 
spective of  the  course,  or  did  not  give  it  sufficient  emphasis  because 
it  was  not  included  in  the  student  materials.  Unit  10,  without  this 
background,  could  prove  difficult. 


Question  7 

On  the  whole,  the  students  in  the  sample  failed  to  organize 
their  understandings  in  such  a way  that  they  knew  the  meaning  and  pur- 
pose of  the  multiplier.  The  various  scattered  ideas  that  they  expressed 
indicated  that  they  had  covered  the  materials  and  recalled  it  in  segments 
rather  than  as  a concept. 

The  development  of  the  idea  of  the  multiplier  was  rather  involved 
and  students  probably  got  lost  in  the  details.  The  student  materials 
were  clear  but  they  would  require  that  the  teacher  supplement  more  than 
had  been  required  in  other  units.  For  a teacher  who  did  not  already 
understand  the  multiplier,  the  combination  of  teacher  and  student  mate- 
rials would  require  much  preparation  on  the  part  of  the  teacher. 

One  class  had  apparently  studied  Unit  12  before  taking  the  test. 
All  of  them  used  the  bank  as  an  example  of  the  multiplier.  No  doubt  this 
stemmed  from  the  mention  in  the  teacher's  materials,  p.  259,  that  the 
formula  for  creating  money  through  bank  loans  was  the  same  as  the  multi- 
plier formula.  Possibly  it  should  have  been  noted  in  the  teacher's  mate- 
rials, p.  259,  that  the  creation  of  money  by  means  of  bank  loans  is  not 
an  example  of  the  multiplier. 

Most  of  the  emphasis  in  the  student  materials  was  directed  toward 
the  effect  of  a change  in  the  level  of  expenditures  on  the  entire  econ- 
omy, which  was  well  explained  by  the  "Multiplier  Episode."  It  is  sug- 
gested that  the  sector-to-sector  changes  in  spending  and  investing  ac- 
tivities be  clarified  in  the  discussion  following  this  story  and  chart. 
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Written  Exercises  and  Questions  for  Units  12-14, 
including  Model  Answers 

Exercise  Is  International  Balance  of  Payments 
Read  the  following  imaginary  account. 

Mr.  Litmus  is  a chemical  engineer  for  Chemo-Tech,  Inc.,  an 
American  company.  The  company  has  sent  him  to  Algeria  (Africa)  for  one 
month  to  help  supervise  the  building  of  a chemical  fertilizer  plant,  to 
be  jointly  owned  by  the  Algerian  government  and  Chemo-Tech,  Inc.  In 
making  this  trip,  Mr.  Litmus  of  course  participated  in  the  export  and 
import  of  goods  and  services. 

Classify  each  item  in  the  list  below  as  Export,  Import,  or 
Neither.  Mark  an  X in  the  proper  box  to  the  right. 


EXPORT 

IMPORT 

NEITHER 

Mr.  Litmus  bought  a ticket  to  travel  to  Africa 
on  a British  airplane  for  $475* 

X 

When  he  arrived  in  Algeria,  he  rented  an  apart- 
ment for  which  he  paid  $500  in  American  dollars. 

X 

He  requisitioned  additional  supplies  from 
Chemo-Tech,  Inc.,  costing  $25,000  and  paid  for 
by  the  Algerian  government. 

X 

He  rented  a car  for  $40  and  toured  the  area  at 
the  expense  of  the  Algerian  government. 

X 

While  on  the  tour,  a social  worker  for  the  Relief 
Fund  asked  him  for  a contribution.  He  gave  $25. 

X 

He  took  a Mediterranean  cruise  on  an  Italian 
ship  at  a cost  of  $300. 

X 

While  the  ship  was  embarked  at  a port  in  France 
he  sent  gifts  of  perfume  and  art  works  to  his 
family.  The  total  cost  of  the  gifts  was  $100. 

X 

Mr.  Litmus  had  been  instructed  to  invest  an  addi- 
tional amount  of  money  in  the  joint  project  if 
all  appeared  to  be  going  well.  He  invested 
$500,000  on  behalf  of  Chemo-Tech,  Inc. 

X 

The  Algerian  Government  paid  his  salary,  which 
was  $2,000. 

X 

He  purchased  a ticket  for  his  return  to  the  United 
States  on  an  American  ship.  It  cost  $250. 

' 

X 
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Exercise  1 (Continued) 

Using  the  data  on  the  previous  page,  enter  the  appropriate 
amounts  in  the  columns  below  and  then  total.  Use  as  many  spaces  as  you 
think  you  need  in  each  column.  Receipts  and  payments  refer  to  the  bal- 
ance of  payments  for  the  United  States. 

RECEIPTS  PAYMENTS 

(Expenditures) 

$25,000  $ 475 

2,000  500 

25 

300 

100 

500,000 


Total  $27.000  Total  $501 .400 


Surplus  

or 

Deficit  $474,400 

Considering  that  this  represents  one  case  in  the  entire  network 
of  international  trade,  what  effect  did  Mr.  Litmus's  trip  to  Algiers 
have  on  the  balance  of  payments?  Check  space  to  left  of  your  choice. 

___  A.  It  had  no  effect  on  the  balance  of  payments. 

B.  It  offset  the  unfavorable  balance  of  payments. 

X c.  It  contributed  to  the  unfavorable  balance  of  payments. 


Question  2 

In  many  German  Prisoner-of-War  camps  during  World  War  II,  some 
American  prisoners  devised  ways  of  obtaining  extra  food,  clothing,  and 
other  physical  comforts.  Red  Cross  packages  usually  contained,  in  ad- 
dition to  food,  such  items  as  cigarettes.  Many  prisoners  became  rich  in 
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cigarettes  through  not  smoking  themselves  and  they  used  their  supply  to 
obtain  extra  food  and  extra  privileges  from  their  German  captors. 

(a)  In  the  above  situation,  what  main  functions  did  cigarettes  serve  or 
perform? 

Model  Answer;  Cigarettes  were  the  money  that  the  American  prisoners 
used  to  obtain  food,  etc.  They  served  as  a medium  of  exchange,  a 
measure  or  standard  of  value,  a store  of  value,  and  a vehicle  for  trans- 
ferring purchasing  power. 

(b)  In  the  above  situation,  what  requirements  of  monev  did  ciaarettes 
fulfill? 

Model  Answer;  Certain  basic  requirements  of  money  are  necessary  in 
order  that  cigarettes  be  used  satisfactorily.  Cigarettes  were  an 
acceptable  medium.  The  uniform  qualities  and  quantity  gave  confidence 
as  a basis  for  exchange.  The  size  of  the  package  of  cigarettes  and  its 
capacity  for  division  into  smaller  units  contributed  to  a manageable 
form.  For  the  above  reasons  and  because  they  were  made  available  by  Red 
Cross  packages  directly  to  the  prisoners,  they  were  convenient. 


Question  3 

Describe  the  conditions  that  lead  a country  to  create  and  accept 
banks  and  other  financial  institutions. 

Model  Answer;  As  a society  increases  in  size  and  industrial  complexity, 
changes  in  the  flow  of  money,  which  result  from  decisions  of  the  con- 
sumers, seasonal  needs,  and  technological  change,  give  rise  to  a need 
for  flexibility  of  money  in  the  economy;  banks  and  financial  institu- 
tions can  maintain  an  acceptable  degree  of  stability  by  influencing  the 
direction  and  quantity  of  the  flow  of  money.  Likewise,  there  is  a need 
for  efficiency  in  borrowing  and  lending  money  and  in  making  transactions. 


Question  4 

How  do  banks  create  money? 

Model  Answer:  Banks  create  demand  deposits  be  lending  money;  thus, 

money  is  created.  The  amount  of  the  loan  is  limited  by  the  F.R.B.  re- 
quirement that  a 20%  reserve  be  kept  on  hand.  When  the  loan  is  made, 
although  no  money  is  given  to  the  borrower,  the  demand  deposit  that  has 
been  created  is  used  as  money.  The  borrower  draws  checks  on  the  account 
and  the  payee  of  the  check  deposits  the  check  in  the  same  or  another 
bank.  Because  of  this  deposit,  another  demand  deposit  may  be  created; 
the  bank  holds  20%  of  the  amount  as  reserve  and  creates  another  demand 
deposit  for- another  borrower  in  the  amount  of  the  balance.  This 
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continues  until  the  amount  of  the  original  demand  deposit  has  been 
loaned  as  many  times  as  possible  after  subtracting  the  20%  reserve  each 
time. 


Question  5 

Why  do  most  industrialized  societies  want  a flexible  money  sup- 
ply even  though  this  flexibility  may  contribute  to  an  instability  of 
prices  and  wages? 

Model  Answer:  An  industrial  society  is  constantly  interested  in  in- 

creasing the  total  output  of  the  economy.  Increased  output  requires 
that  more  money  must  be  readily  available  to  handle  the  increased  number 
of  exchanges.  This  interest  in  economic  growth  results  in  a need  for  a 
fl  exible  money  supply.  However,  a flexible  money  supply  means  running 
the  risk  of  instability  in  prices  and  wages;  but,  too  much  instability 
is  not  real  economic  growth  when  instability  is  excessive  and  results 
in  inflation  or  recession.  An  increase  in  the  money  supply  gives  con- 
fidence to  persons  in  the  economy  and  funds  for  more  resources  and  ex- 
pansion. 


Question  6 

(a)  If  exports  amount  to  only  7%  of  the  GNP,  why  are  they  so  important 
to  economy? 

Model  Answer:  Many  industries  depend  upon  exports  for  the  bulk  of  their 
trade  such  as  cotton  and  grains.  These  industries  in  turn  have  a wide 
effect  upon  the  total  GNP,  and  employment  rates  would  fall  considerably, 
exerting  a drag  on  the  entire  economy.  Our  economic  life  is  also 
closely  connected  with  our  political  stability  and  world  leadership. 

(b)  Why  are  imports  important? 

Model  Answer;  Many  industries  depend  almost  solely  upon  imported  goods 
for  their  raw  materials,  of  which  examples  are  aluminum,  tin,  and  some 
foods.  If  our  imports  were  cut  off,  these  industries  would  collapse, 
and  they  are  important  components  of  GNP  both  indirectly  and  directly 
through  other  industries  which  use  their  product.  This  would  also  have 
a severe  effect  upon  employment  rates  and  in  turn  the  multiplier  would 
be  changed. 
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Question  7 

The  United  States  has  had  an  unfavorable  balance  of  trade  since 
World  War  II;  during  the  same  period  exports  have  exceeded  imports. 
Explain  how  this  situation  can  exist. 

Model  Answer:  Government  spending  on  foreign  aid  and  the  military  off- 

set our  favorable  balance  of  trade.  Tourists  to  foreign  countries  and 
industrial  investment  abroad  (both  short  and  long  term)  also  have  had 
an  adverse  affect  upon  the  United  States  balance  of  payments. 


Optional  Questions 

Unit  14  dealt  with  International  Trade. 

(a)  Does  the  idea  or  concept  of  Scarcity  have  anything  to  do  with  this 
Unit?  Explain. 

Model  Answer:  Whether  the  exchange  of  goods  and  services  is  domestic  or 

international,  the  individual  who  is  working  is  "exporting"  a good  or 
service  and  "importing"  his  wants  and  needs  when  he  spends  his  income. 
Scarcity  applies  to  the  world  in  the  same  way  that  it  applies  to  the 
individual  and  nation.  Domestic  industries  can  better  satisfy  wants  and 
needs  by  specialization.  The  same  process  applies  to  international 
organization  of  trade  whereby  scarce  goods  are  traded  between  countries. 

(b)  Does  the  idea  or  concept  of  Flows  have  anything  to  do  with  this 
Unit?  Explain. 

Model  Answer;  In  the  economy,  foreign  trade  is  the  fourth  sector  in- 
cluded in  the  flows  of  goods  and  services.  As  such,  international  trade 
is  an  extension  of  the  flow  of  money  and  the  flow  of  goods  and  services. 
Each  item  that  is  exported  represents  a sub-flow  which  is  comparable  to 
a breakdown  of  GNP  into  sub-flows.  It  is  possible  to  look  at  each  item 
to  show  its  effects  on  the  International  Balance  of  Payments  (the  money 
flow)  in  the  same  way  that  we  looked  at  the  composition  of  the  flows  to 
influence  changes  in  GNP. 

Like  the  flow  of  money  in  domestic  trade,  the  International  Balance  of 
Payments  represents  exports  and  imports  in  terms  of  receipts  and  pay- 
ments. The  difference  is  a surplus  or  deficit. 
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Over-all  Summary  of  Results  for  Exercises  and 
Questions  for  Units  12-14 


Exercise  1 

Most  of  the  students  did  not  understand  the  concept  of  exports 
and  imports  as  related  to  receipts  and  payments  of  money.  They  were  un- 
able to  classify  exports  and  imports  on  the  chart:  some  reversed  the 

classification  of  the  items  and  many  did  not  correctly  classify  invest- 
ments and  the  "neither11  items.  In  transferring  the  export  and  import 
items  to  receipts  and  payments,  some  reversed  the  items  again— trans- 
ferring exports  to  payments  and  imports  to  receipts.  Others  did  not 
consistently  transfer  export  items  to  receipts  and  import  items  to  pay- 
ments. 


In  determining  surplus  and  deficits  and  the  effect  on  the  bal- 
ance of  payments,  many  of  the  students  were  inconsistent  in  using  the 
totals  of  the  export  and  import  columns. 

In  three  schools,  the  teacher  felt  it  necessary  to  give  the 
class  special  instructions  on  the  exercise;  on  the  chart  or  the  column 
headings,  'exports"  were  supplemented  with  "receipts",  and  "imports" 
were  supplemented  with  "payments".  However,  that  help  did  not  guide 
students  through  the  problem  as  indicated  by  inconsistencies  in  the 
surplus  and  deficit  items  and  the  effect  on  the  balance  of  payments. 


Question  2(a) 

Answers  to  this  question  were  incomplete,  and  in  many  cases  they 
were. inaccurate — the  functions  and  requirements  of  money  were  confused. 
"Medium  of  exchange",  only,  was  given  as  the  function  of  money,  with  the 
additional  explanation  that  cigarettes  were  "used  as"  or  "like"  money 
rather  than  the  fact  that  they  we  re  money.  The  function  of  cigarettes 
was  compared  with  barter  by  some  students.  A few  groups  included 
"measure  of  value"  and  "store  of  value".  Other  groups  described  rather 
extensively  how  the  cigarettes  were  exchanged  for  other  goods  with  em- 
phasis on  the  exchange;  they  did  not  attain  the  level  of  abstraction  and 
explain  the  function  of  cigarettes  as  money  in  economic  terms. 


Question  2(b) 

Many  groups  recognized  acceptability  as  a major  requirement  of 
money.  Conveniences  were  described,  but  not  identified  in  economic 
terms.  Students  described  exchange  and  used  the  terms  "instead  of"  or 
"same  as"  money  at  a low  level  without  transferring  the  ideas  to  a con- 
cept of  the  requirements  of  money.  In  many  cases  the  teacher  wrote 
functions  of  money  such  as  "medium  of  exchange",  "store  of  value", 
"measure  of  value"  to  supplement  student  answers  to  2(b)  instead  of  (2^). 


Question  3 


On  the  whole,  students  recognized  the  conveniences  of  banks, 
especially  with  regard  to  loans,  and  many  emphasized  the  need  for  banks 
as  a safe  place  to  keep  money,  but  they  did  not  mention  the  increasing 
complexity  of  our  economy  which  created  the  need  for  these  conveniences 
Also,  ^'recognized  the  need  for  stability  and  flexibility  which  the 

banks  could  provide. 


Few  students  attributed  the  need  for  banks  directly  to  the 
growth  and  increasing  complexity  of  our  economy. 

Some  groups  consistently  gave  single-sentence  answers  without 
explanations. 


Question  4 

In  general,  students  understood  that  the  creation  of  money  orig- 
inated with  loans.  Some  described  how  loans  weremadeandhow  the  *oney 
was  originally  created,  but  only  one  group  and  a few  scattered  cases  in 
other  groups  understood  the  consequences  of  the  deposit  in  another  bank, 

which  created  additional  money. 

Some  groups  had  the  misconception  that  money  was  created  by  means 
of  interest  on  loans  and  investments  in  securities. 

Many  gave  single-sentence  answers  that  money  was  created  by  mak- 
ing loans  but9gave  no^xplanat ion.  Others  g?ve  brief  explanations  that 
became  erroneous  when  they  omitted  the  "step”  of  creating  demand  de- 
posits". Others  omitted  the  explanation  of  the  reserve  requi 


Question  5 


The  answers  varied  markedly  according  to  groups.  The  gen- 

eral responses  of  the  groups  which  answered  the  question  were  related  to 
the  control  for  alleviating  inflation  and  depressions.  °ne9roup  under- 
stood the  stagnation  that  could  result  from  the  lack  of  a flexible  money 

supply. 


The  responses  of  other  groups  were  vague  and  i rrelevant ; such 
as  "easier  to  deal  with",  freedom  and  convenience,  flexibility  as  syn- 
onymous with  price  changes.  Many  did  not  answer  this  question. 


Growth  was  vaguely  referred  to  in  a few  cases. 
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Question  6(a) 

Basic  trade  of  scarce  goods  was  predominant  in  discussions  of 
the  importance  of  exports.  The  students  recognized  the  immediate  value 
or  necessity  of  exchanging  these  scarce  goods  but  few  of  them  expressed 
the  dynamic  nature  of  these  exports  relative  to  industries  that  produced 
for  the  export  trade.  Likewise,  most  of  the  students  described  only  the 
employment  of  those  who  transported  and  managed  the  business  affairs  for 
exports  when  relating  exports  to  employment.  These  tended  to  overrate 
the  amount  of  money  and  employment  in  the  export  business  by  their 
descriptions,  which  did  not  include  the  industries  themselves. 

Students  of  some  groups  referred  to  exports  as  outlets  for  sur- 
plus goods  and  concluded  that  the  increase  in  GNP  was  only  the  result 
of  a larger  market. 

Foreign  relations  were  emphasized  by  several  groups. 

On  the  whole  the  answers  were  brief  and  incomplete. 


Question  6(b) 

Students,  in  general,  expressed  the  need  to  import  raw  materials 
and  goods  to  satisfy  our  wants,  but  they  neglected  to  consi der  services. 
The  importance  of  these  imports  was  vaguely  related  to  industries  but  not 
expressed  to  the  extent  that  certain  industries  and  growth  could  not 
conveniently  exist  without  them.  Some  groups  simply  stated  the  facts 
without  explanations.  Employment  was  related  to  the  import  trade  and  in 
a few  cases  to  the  industries  using  these  raw  materials.  International 
relations  and  balancing  the  exports  and  imports  was  stressed  by  one 
group. 


Frequently,  the  student  over-emphasized  our  deficiency  in  natural 
resources. 

The  answers  to  "a"  and  "b"  sections  were  so  general  in  some 
cases  that  they  were  overlapping  or  almost  identical. 

Question  7 

Few  students  gave  a complete  answer  to  this  question.  In  most 
groups,  one  or  two  of  the  reasons  for  our  unfavorable  balance  of  payments 
were  given,  but  only  in  a few  cases  were  the  more  sophisticated  reasons 
given.  There  were  cases  of  misconceptions  of  foreign  trade  suggesting 
unfairness  and  "cheat  mg". 

Three  groups  gave  vague  and  irrelevant  answers. 
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Optional  Question  (a) 

Students  related  scarcity  directly  to  the  exchange  of  scarce 
goods  as  the  reason  for  international  trade.  The  concept  of  some  was 
limited  still  further  when  they  attributed  scarcity  to  a scarcity  of 
money  or  gold.  (Others  merely  expressed  our  need  for  certain  items.) 

None  of  the  students  explained  the  basic  concept  in  economic  terms  of 
exporting  goods  and  services  and  importing  what  one  wants  and  needs. 

Specialization  was  implied  in  a few  cases,  but  it  was  not  identi- 
fied. The  students  did  not  show  any  comparisons  between  scarcity  in 
domestic  and  international  trade. 

Optional  Question  (b) 

The  explanations  of  the  flows  were  limited  and  general.  The 
predominant  tendency  was  to  extend  the  descriptions  of  the  flows  to  an 
explanation  of  the  balance  of  payments  and  surplus  and  deficits;  several 
students  said  that  the  purpose  of  foreign  trade  was  to  balance  the  flows. 
Only  one  group  mentioned  the  possibility  of  analysis  of  the  flows  for 
the  purposes  of  balancing  them.  None  of  the  students  recognized  the 
foreign  sector  as  the  fourth  sector  of  our  economy. 
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Interpretation  of  Results  on  Exercises  and 
Questions  for  Units  12-14 


Exercise  1 

The  many  inconsistencies  and  contradictions  on  Exercise  'would 

.hand9 

^ mpo  rt s°of 6goods  and  services  "in"  and  money  "out"  ^wer^to^the^ 

ffi'ZiiS'rfSUrt'-  "o"  t ' '“a  nd"  ti mpo  rt  s 'Tn"  in  relation  to  balance 
5 trade,  a^d  money  "out"  and  money  "in"  in  re  at,  on  to  ba  a nee  of  pay 
ments  without  relating  the  two  categories.  I Possil bly  it- ««  °ver  __ 
emphasized  that  money  was  not  exchanged  with  each  ship  P 

and  imports. 

This  interpretation  was  further  substantiated  in  a later  question 
(optional  "a"  and  "b")  where  many  students  did  not  recognize  inter 
national  trade  as  an  extension  of  domestic  trade. 


Exercise  2 


Teachers  revealed  by  their  notes  on  student  test  papers  that 
they  themselves  didTot  make  the  necessary  distinctions  between  the 
functions  of  money  and  the  requirements  of  money,  and  some  purely  de 
script ive  answers  were  marked  "OK". 


One  group—a  superior  one— indicated  the 
transition  from  the  concrete  use  of  cigarettes  to 
standing  of  money. 


abi 1 i ty  to  make  the 
the  abstract  under- 


Question  3 

The  students  did  not  reach  the  level  of  understanding  whereby 
thev  had  insights  into  the  increasing  complexity  of  our  economy,  they 
did  not  visualize  an  era  (historically)  in  our  economy  in  which  banks 
were  not  needed.  The  predominating  response  by  many  students  was 
limited  to  the  convenience  of  loans,  which  might  have  been  over- 
emphasized in  the  second  learning  situations  concerning  financial 

institutions  in  Unit  12. 


In  many 

earlier  concepts 
keep  money;  and 


instances  students  failed  to  revise  some  of  their 
of  money  and  banks:  such  as,  banks  as  safe  places 

interest  as  a means  of  creating  money. 


to 
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Question  4 

The  vague  understanding  by  most  students  about  how  money  is 
created  began  with  a failure  to  distinguish  between  the  money  that  was 
created  (that  it  did  not  exist  before  it  was  created),  and  money  that 
was  gross  profit  derived  from  interest  and  investments  (which  was  simply 
a transfer  of  money  from  the  borrower  or  buyer  of  securities).  In  most 
cases,  students  had  no  concept  of  the  dynamic  nature  of  a loan.  A few 
of  the  students  made  references  to  the  multiplier  concept  which  was 
erroneously  applied  to  the  creation  of  money  and  which  was  not  explained 
sufficiently  to  indicate  that  they  understood  the  resemblance  to  the 
multiplier  effect,  not  the  multiplier  concept  itself.  Likewise,  some 
of  the  students  referred  to  the  "reserve  requirement"  but  were  unable 
to  explain  it  accurately.  In  summary,  the  level  of  understanding  was 
low,  although  the  vague  use  of  the  terminology  indicated  an  "exposure" 
to  the  concept  of  how  money  is  created. 


Question  5 

By  the  consistency  of  the  kind  of  responses  within  the  individ- 
ual groups  many  of  these  false  interpretations  apparently  had  been 
taught.  The  extensive  use  of  reading  material  instead  of  concrete  learn- 
ing situations  could  account  for  the  kind  of  weaknesses  that  predomi- 
nated, even  among  the  better  students:  namely,  that  they  did  not  dis- 

cover the  simple  insights  regarding  the  relative  complexity  of  our  econ- 
omy and  the  need  for  flexibility.  Instead,  the  students  related  flexi- 
bility to  everyday  experiences  and  observations  such  as  might  have  been 
influenced  by  the  news. 

Apparently,  they  assumed  that  equilibrium  was  security  against 
inflation  or  depression.  As  a result,  they  found  no  explanation  for 
growth,  nor  a recognition  that  a certain  degree  of  instability  was 
acceptable  and  necessary  for  growth. 


Question  6 

The  answers  to  this  question,  as  well  as  to  others  that  involved 
several  answers,  might  indicate  a lack  of  assimilation  of  the  materials, 
perhaps  due  to  inadequate  time  to  learn.  The  students  lacked  insight 
into  the  effects  of  international  trade  beyond  the  observable  and  famil- 
iar exchanges.  Few  students  discovered  that  international  trade  was  an 
extension  of  domestic  trade. 

Students  saw  the  advantages  of  exchanging  scarce  goods  insofar 
as  wants  and  needs  were  satisfied,  but  they  did  not  understand  the  in- 
direct increase  in  GNP  that  resulted  from  employment  and  trade  beyond 
the  immediate  exports  of  7%» 
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Question  7 

Because  of  an  error  in  the  question,  it  was  not  possible  to  make 
an  accurate  interpretation  of  results.  Some  groups  noted  the  error; 
however,  these  groups  did  not  clearly  understand  the  difference  between 
balance  of  trade  and  balance  of  payments.  The  failure  to  understand  th- 
relationships  was  also  apparent  in  optional  question  lb). 


Optional  Questions  (a)  and  (b) 

Throughout  the  questions  relating  to  international  trade,  the 
students  did  not  reach  the  higher  level  of  understanding  of  interna- 
tional  trade— namely,  the  distinction  between  the  balance  of  trade  and 
the  balance  of  payments,  and  the  need  for  analysis  in  order  to 
stand  the  balance  of  payments.  This  was  hindered  bytheir  inability  to 
relate  imports  to  payments  and  exports  to  receipts;  in  reality,  it  may 
have  been  a failure  to  identify  receipts  and  payments  with  money.  and  ex- 
ports and  imports  with  goods  and  services. 
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Special  Written  Questions  Given  at  the 
Start  and  End  of  Course^ 


ALL  FORMS 

1.  The  following  figures  can  be  grouped.  Suppose  that  for  some  reason 
you  wished  to  sort  the  six  figures  into  two  groups. 


A.  B.  C.  D.  E.  F. 

Indicate  the  figures  you  would  place  in  each  group  by  the  letters 
under  the  figures. 

Group  one — 

Group  two-- 

Why  did  you  group  them  as  you  did?  (What  reasons  can  you  give  as 
the  basis  for  your  two  groups?) 

What  advantages  do  you  see  in  grouping? 

2.  A tailor  wants  to  make  two  suits  but  only  has  enough  resources  to 
make  one  suit.  A baker  wants  to  make  a hundred  loaves  of  bread  but 
only  has  enough  resources  to  make  fifty  loaves  of  bread.  An  auto- 
mobile manufacturer  would  like  to  produce  fifty  thousand  cars  but 
only  has  enough  resources  to  make  twenty-five  thousand  cars.  All  of 
these  men  face  a similar  problem. 

a)  How  would  you  state  the  general  problem  that  all  three  men  have 
in  common? 

b)  What  would  these  circumstances  compel  the  three  men  to  do? 

c)  Now,  think  about  the  wants  of  a whole  nation  and  the  resources 
it  has  available.  How  is  a nation's  situation  similar  to  the 
situation  of  the  tailor,  the  baker,  and  the  automobile  manu- 
facturer? 


^Spaces  for  writing  in  answers  are  omitted  here. 


897 


3.  Consider  the  following  definitions  of  a horse: 

1.  A horse  is  a big  animal. 

2.  A horse  is  a big  animal  with  four  legs. 

3.  A horse  is  a big  animal  with  four  legs  that  people  can  ride  on. 

4.  A horse  is  a large,  solid-hoofed  quadruped,  domesticated  since 

prehistoric  times,  and  employed  as  a beast  of  draft  and  burden 
and  for  carrying  a rider. 

a)  What  does  this  sequence  of  definitions  suggest  to  you  about  the 
idea  of  definition  itself? 

b)  Can  you  think  of  ideas  about  money  which  you  did  not  have  when 
you  were  six  years  old.  What  does  this  suggest  about  the  defi- 
nition and  your  understanding  about  money? 


FORM  A 

4.  To  build  a house  or  make  a suit  or  bake  a cake,  one  must  go  through 
a number  of  steps  and  in  a certain  order.  If  one  were  reasoning  out 
how  to  build  a house,  etc.,  what  similarities  do  you  see  between 
building  a house,  etc.,  and  reasoning  about  economics? 

a)  Now,  making  a suit  means  that  first  the  wool  must  be  grown,  then 
made  into  cloth,  then  into  a suit,  etc.  Each  person  adds  a 
little  to  the  final  product. 

b)  The  suit  is  finally  sold  for  $40.  Why  did  the  suit  sell  for 
$40?  As  you  answer  this  question,  describe  the  reasoning  that 
went  into  your  answer. 

5.  a)  Can  you  recognize  any  difference  between  these  two  statements? 

(1)  Christopher  Columbus  discovered  America. 

(2)  Imagine  you  are  Christopher  Columbus  discovering  America. 

b)  Now,  can  you  recognize  any  difference  between  these  two  state- 
ments, and  if  so,  what  is  it? 

(1)  Specialists  usually  trade  with  one  another. 

(2)  I wonder  why  specialists  trade  with  one  another. 
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FORM  B 

k.  The  four  fundamental  operations  in  arithmetic  are  addition,  subtrac- 
tion, multiplication,  and  division. 

a)  Group  these  four  operations  into  two  pairs: 

First  pair — 

Second  pair-- 

b)  On  what  basis  did  you  group  these? 

c)  Can  you  group  these  four  operations  in  some  other  way? 

First  pair — 

Second  pair-- 

d)  On  what  basis  did  you  group  the  second  set  of  pairs? 

5.  a)  When  your  father  goes  to  work,  what  relation  do  you  see  between 
his  work  and  his  ability  to  buy  things? 

b)  Suppose  you  were  summarizing  the  relationship  for  all  persons 
who  work  and  the  money  these  persons  have  to  buy  things.  How 
would  you  state  the  relationship  between  total  production  and 
total  income?  Could  the  total  income  of  a nation  be  less  than 
the  value  of  the  total  production?  Explain. 

c)  What  would  happen  to  production  in  a nation  if  every  person 
saved  his  entire  income? 


FORM  C 

4.  Suppose  that  you  are  in  a helicopter  over  a small  island  for  several 
days.  You  can  see  all  the  people  on  the  island  going  to  work,  all 
the  resources  being  transported  and  used,  all  the  products  in  the 
marketplace,  and  all  the  buying  and  selling  these  islanders  do. 

a)  What  questions  might  occur  to  you? 

b)  If  you  saw  all  the  parts  of  a motor  spread  on  the  floor,  what 
questions  might  occur  to  you? 

c)  Suppose  someone  suggested  that  all  economic  activity  is  tied  to- 
gether in  terms  of  the  supply  of  goods  and  services  and  the 
demand  for  goods  and  services.  What  do  you  think  they  would 
mean? 
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5.  a) 


b) 


?h!  lbeVZ  Sa),-S  that  1,663  commun icate  by  dancing.  Did  you  ever 
think  of  dancing  as  a means  of  communication?  Whether  you  did 

or  not,  in  what  way  does  this  idea  affect  your  understanding  of 
the  meaning  of  communication?  a 

Sometimes  people  do  not  buy  more  of  a product  just  because  the 
price  is  lowered.  If  the  price  of  a product  were  raised,  would 
people  always  buy  less  of  it?  Explain  your  answer  in  terms  of 
your  understanding  of  the  concept  of  prices. 
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Guide  for  Evaluation  of  Answers  to  Special  Written 
Questions  Given  at  the  Start  and  End  of  Course 

Question  1 - all  forms 

Points 

3 FULL  CONCEPT:  Grouping,  reasons  for  each  group;  advantages  of 

efficiency,  economy,  and  classification.  These  are  treated  as 
one  unit  for  grading. 

Model  Answer:  Grouping:  ACF,  BDE 

They  are  grouped  this  way  because  ACF  are  all  rectangles  or  have 
4 sides  or  have  4 angles;  BDE  are  all  triangles  or  have  3 sides 
or  have  3 angles.  The  advantages  of  grouping  are  (1)  economy  of 
time  and  effort,  and  (2)  the  advantages  of  comparison,  contrast, 
identification,  and  facility  of  working  with  groups  that  are 
cl  ass i f ied . 

Example  of  Answers  Given:  "Grouping  helps  to  keep  more  order; 

therefore,  making  work  easier,  faster  and  efficient." 

2 PART  OF  CONCEPT:  Grouping  and  reasons  for  both  groups  with  one 

advantage  clearly  stated,  or  grouping,  reasons  vague  or  incomplete 
and  one  advantage  clearly  stated,  or  grouping  and  reasons  clearly 
stated  and  one  advantage  vague. 

Examples  of  Answers  Given:  "Easier  (or  easy)  to  find  what  you 

want,  and  have  something  in  common." 

"Keeps  like  objects  together  and  simplifies  ident i f icat ion— one 
advantage,  facilitates  work." 

"Breaks  down  larger  groups  and  easier  to  study  smaller  groups — 
economy  of  effort." 

1 A POINT:  If  vaguely  made,  for  advantages;  it  must  be  reasonable. 

All  three  parts  must  be  answered. 

Examples  of  Answers  Given:  "Putting  like  things  together." 

(describes  rather  than  giving  advantages) 

"The  shape  of  them."  (reason,  not  advantage) 

"Can  tell  what  group  figures  go  in  by  number  of  sides."  (vague 
and  implies  application  to  illustration) 
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0 NO  CREDIT: 

Examples  of  Answers  Given:  "I  group  them  to  the  same  class  as 

each  other;  you  can  tell  which  belongs  to  which  group."  (too 
vague) 

"Can  match  them  up  to  be  the  same,"  (too  vague) 


Question  2(a)  - all  forms 
Po ints 

3 FULL  CONCEPT:  Scarcity  expresses  both  wants  and  resources . 

Model  Answer:  A scarcity  of  resources  prevents  each  of  these  men 

from  satisfying  all  of  his  needs. 

Examples  of  Answers  Given:  "They  all  want  to  make  more  goods  than 

they  have  resources  to  make  the  goods  with." 

"They  don't  have  enough  resources  to  make  all  the  products  they 
want  to  make." 

2 PART  OF  CONCEPT:  Clearly  expresses  either  wants  or  resources;  or 

expression  of  wants  and  resources  is  vague  or  incomplete. 

Examples  of  Answers  Given:  "Each  man  has  only  half  the  amount  of 

mater ial s needed  for  all  the  products  he  would  1 ike  to  produce." 
(wants  and  part  of  resources) 

"They  don't  have  enough  resources."  (resources  only) 

"Desire  for  more;  too  few  materials."  (materials  are  only  part 
of  resources) 

1 A POINT:  It  must  be  reasonable.  Wants  and/or  resources  are 

vaguely  or  incompletely  stated. 

Examples  of  Answers  Given:  "That  the  producer  don't  have  enough 

material  resources  and  that  they  should  have  planned  for  that 
certain  day  or  year.  All  these  men  lack  natural  resources." 

(part  of  resources,  only) 

"The  problem  that  arose  in  this  story  was  due  to  the  fact  that  in 
each  of  the  three  cases,  only  half  the  material  of  the  required 
amount  was  present."  (resources  only  and  vague) 

"All  of  them  would  like  to  make  twice  as  much  of  the  product, 
that  they  make,  than  they  can."  (wants,  only  and  vague) 

"All  these  men  have  only  half  the  amount  they  would  like."  (vague) 
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NO  CREDIT:  Incorrect  statement  or  too  vague  for  points. 

Fxamoles  of  Answers  Given:  "They  all  have  relative  scarcity  of 

things  they  want  to  make?  All  these  men  could  only  produce  only 
have  the  resources.  I should  date  the  problem  scarcity. 

"They  want  to  produce  twice  as  much  as  they  have." 


Question  2(b)  - all  forms 
Po ints 

3 FULL  CONCEPT:  Efficient  use  of  materials:  compensation  for 

scarcity  by  getting  more  resources;  reduce  wants. 

Model  Answer:  "They  would  either  get  more  resources,  or  use  what 

they  have  and  thus  reduce  wants,  or  use  resources  efficiently. 

Example  of  Answers  Given:  None. 

2 PART  OF  THE  CONCEPT:  Efficiency  or  scarcity  (more  resources  and 

fewer  wants  expressed) 

Example  of  Answers  Given:  "Make  less,  find  more  resources." 

(scarcity  only) 

1 A POINT:  It  must  be  reasonable.  Only  part  of  scarcity  and  reduce 

wants;  or  only  part  of  scarcity. 

Examples  of  Answers  Given:  "Get  more  resources."  (only  part  of 

scarcity) 

"Produce  what  they  have  resources  for."  (only  part  of  scarcity) 

"Either  get  what  he  wants  or  do  without."  (vague) 

"Produce  what  they  have.  Get  the  money  from  the  first  half  and 
make  the  next  half." 

"Try  to  get  more  materials  for  what  he  wants  to  do  or  forget 
about  it  entirely."  (only  part  of  scarcity  and  vague) 

"To  buy  more  materials  or  just  make  what  they  could."  (scarcity 
incomplete) 

0 NO  CREDIT: 

Fvanmle  of  Answers  Given:  "They  should  order  more  of  the  goods 

they  need." 
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Question  2(c)  - all  forms 
Po ints 

3 FULL  CONCEPT:  Re-statement  of  (a)  and  (b)  with  application  to  the 

nation's  economy— get  more  resources  and  have  fewer  wants. 

Model  Answer:  For  a nation  there  is  a scarcity  of  resources.  The 

nation  as  a whole  must  use  resources  efficiently,  reduce  wants, 
or  get  more  resources. 

Example  of  Answers  Given:  None. 

2 PART  OF  THE  CONCEPT:  Efficiency  or  scarcity  including  resources 

and  wants  or  a recount  of  possible  solutions. 

Examples  of  Answers  Given:  "Not  enough  resources  to  supply  every- 

one in  the  nation  with  what  he  wants."  (scarcity  only) 

"A  nation  has  only  a certain  amount  of  some  things  available  and 
if  it  is  prosperous  it  will  get  more,  if  not,  it  will  have  to  do 
without."  (scarcity  only) 

"A  nation  has  only  a fraction  of  the  resources  needed  to  have  work 
going  at  a maximum.  So  the  nation,  like  the  men,  must  make  to  do 
with  what  it  has  and  strive  to  make  the  reasonable  and  efficient 
use  of  it."  (efficiency  and  part  of  scarcity;  missing— to  get 
more  resources) 

"Sometimes  there  aren't  enough  resources  to  supply  the  entire 
nation  so  it  has  to  get  more  resources  or  produce  less." 

(scarcity  only) 

1 A POINT:  It  must  be  reasonable.  Part  of  scarcity. 

Examples  of  Answers  Given:  "We  sometimes  don't  have  enough  re- 

sources to  satisfy  our  wants." 

"A  nation  cannot  make  more  than  it  has  in  resources."  (only 
part  of  solution  to  scarcity) 

0 NO  CREDIT: 

Example  of  Answers  Given:  "A  nation  has  to  have  a supply  of 
resources,  but  the  bigger  the  demand  for  resources,  the  bigger 
the  supply." 
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Question  3(a)  - all  forms 
Points 

3 FULL  CONCEPT:  The  more  elements  in  the  definition,  the  more 

complete  is  the  definition,  using  the  concept  of  unfolding. 

Model  Answer:  It  suggests  that  your  understanding  of  a defin- 

ition increases  as  you  include  more  elements. 

Example  of  Answers  Given:  "As  a definition  grows,  it  gets  more 

specific.  It  begins  with  the  most  obvious  things  and  gradually 
more  detail  is  added  to  make  the  picture  more  complete.  A 
definition  can  be  simple  or  it  can  be  more  exact.  A more  exact 
definition  might  be  preferred  because  it  more  closely  describes 
the  object  in  question." 

2 PART  OF  CONCEPT:  Any  of  a variety  of  single-element  definitions. 

Examples  of  Answers  Given:  "The  definitions  are  longer,  more 

full  of  explanations." 

"As  each  new  definition  was  added  more  knowledge  has  been  gained." 
(not  just  "more  knowledge"  that  is  important) 

"As  it  gets  longer,  it  gets  more  specific." 

"You  can't  describe  something  by  using  one  idea.  You  must  com- 
bine thoughts  and  ideas  so  you  can  get  the  full  understanding  of 
the  subject." 

1 A POINT:  It  must  be  reasonable,  but  may  be  only  an  observation 

of  the  example. 

Examples  of  Answers  Given:  "It  should  explain  as  much  as  possible 

without  repeating." 

"Definitions  have  to  be  precise  and  to  the  point  for  people  to 
understand  the  definition."  (vague) 

"That  the  definition  may  be  short  or  long,  although  it  has  the 
same  things."  (an  observation) 

"A  good  definition  must  have  all  the  important  facts  without  a 
lot  of  blubber."  (an  observation) 

"It  shows  that  you  can  keep  adding  things  to  definitions  until 
you  have  a whole  report  on  horses."  (observation  and  talking 
about  horses  instead  of  the  idea  of  the  definition) 
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0 NO  CREDIT:  Refers  only  to  an  observation  of  this  definition  of 

a horse  and  not  to  the  concept  of  a definition. 

Examples  of  Answers  Given:  "All  four  of  them  tell  what  horse  is, 
though  only  #4  is  needed."  (not  telling  about  a definition) 

"A  horse  can  be  used  for  many  things." 


Question  3(b)  - all  forms 
Po ints 

3 FULL  CONCEPT:  (1)  A concept  about  money  which  they  did  not  have 

at  six.  (2)  The  more  one  learns  about  money,  the  more  one  sees 
in  the  definition  of  money. 

Model  Answer:  An  example:  money  measures  value.  Here  is  an 

added  element  in  a more  complete  definition  of  money. 

Example  of  Answers  Given:  "My  ideas  have  changed  as  I have  grown 

older.  Each  year  something  more  was  added  to  my  understanding 
of  money  so  that  now  my  definition  and  understanding  about  money 
is  much  more  complex  than  it  was  years  ago." 

2 PART  OF  THE  CONCEPT:  Either  (1)  or  (2)  above. 

Examples  of  Answers  Given:  "This  suggests  that  we  add  to  our 

understandings  of  things  such  as  money."  (only  the  understanding 
of  money) 

"As  your  understanding  increases,  a definition  is  more  exact  and 
elaborate  as  the  different  views  on  money  are  described."  (vague) 

"As  you  grow  older,  you  learn  a little  bit  more  about  money, 
each  new  idea  based  on  an  old  one." 

1 A POINT:  It  must  be  reasonable. 

Examples  of  Answers  Given:  "The  older  you  get,  the  more  you  can 

understand  or  define."  (emphasis  on  age,  rather  than  understand- 
ing a definition) 

"As  people  grow  in  knowledge,  their  understanding  or  ability  to 
understand  grows."  (vague--def init ion  or  money?) 

"That  I learned  more  as  I grew."  (following  suggestion  of  situ- 
ation in  the  problem,  only) 

"Both  began  with  simple,  basic  things,  and  gradually  become  more 
complicated."  (an  observation) 
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0 NO  CREDIT: 

Example  of  Answers  Given:  "Money  is  more  important  to  me,  now, 

because  I have  to  buy  a lot  of  things  on  my  own."  (relating 
what  he  is  asked  to  think  about  in  order  to  answer  the  questions) 


Question  4(a)  - Form  A 
Points 

3 FULL  CONCEPT:  The  steps  in  a process  are  stated  for  both  the 

building  of  a house  and  for  economic  reasoning. 

Model  Answer:  In  building  a house  and  in  economic  reasoning 

one  shows  how  each  step  in  a process  is  related  to  the  next.  The 
builder  makes  plans  from  the  specifications  in  order  to  achieve 
his  purpose.  He  follows  the  specifications,  building  first  the 
main  structure,  then  adding  the  trim.  In  the  process,  he  is 
reasoning  out  how  to  build  the  house.  The  same  process  is  applied 
to  understanding  economics.  The  basic  concepts  are  the  guides  for 
building  the  structure.  Having  developed  the  structure,  economic 
understandings  may  be  developed  to  higher  levels  of  understanding. 

Example  of  Answers  Given:  None. 

2 PART  OF  CONCEPT:  Both  processes  are  described  but  the  explanation 

is  vague  or  incomplete. 

Example  of  Answers  Given:  "First  of  all  there  are  many  different 

items  which  help  'build'  the  economy.  Just  as  there  are  many 
steps  and  people  involved  in  building  a house,  there  are  also 
many  steps  and  people  involved  in  building  or  making  our  economy 

what  it  is." 

1 A POINT:  The  explanation  is  reasonable  but  it  does  not  apply 

directly  to  the  processes. 

Example  of  Answers  Given:  "One  needs  a definite  pattern  which 

will  provide  him  a sound  basis  for  his  conclusions  and  enable 
him  to  arrive  at  his  goal  effectively." 

0 NO  CREDIT:  One  part  only  is  answered  and  it  is  vague. 

Example  of  Answers  Given:  "in  building  a house  you  have  to 

decide  the  kind  and  style." 


Question  4(b)  - Form  A 
Points 
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3 FULL  CONCEPT:  The  concept  of  '‘value  added"  is  expressed  at  each 

step  in  a chain  of  related  events.  The  total  cost  of  the  suit 
is  the  total  of  the  steps  in  the  process. 

Model  Answer:  Producing  the  suit  for  $40  involves  a series  of 

related  steps.  At  each  step,  value  is  added.  The  first  step  is 
the  production  of  the  wool  for  which  the  grower  is  paid  for  its 
value.  When  the  wool  is  made  into  cloth  more  value  is  added  be- 
cause the  manufacturer  must  be  paid  for  the  cost  of  making  the 
cloth.  The  cloth  is  made  into  a suit  and  still  more  value  has 
been  added.  The  suit  is  purchased,  transported  and  displayed  in 
the  merchant's  store;  more  value  is  added  because  it  is  made 
available  to  the  customer;  these  costs  must  be  included  in  the 
price  in  order  to  pay  the  producers  of  these  values.  The  total 
of  all  the  value  added  is  $40.  We  have  shown  step-by-step  how 
the  final  figure  was  obtained. 

Example  of  Answers  Given:  None. 

2 PART  OF  CONCEPT:  It  includes  value  added,  or  describes  the  chain 

of  related  events,  but  not  both. 

Examples  of  Answers  Given:  "The  reason  the  suit  sold  for  forty 

dollars  is  that  when  the  suit  was  being  made  it  went  through 
different  steps  so  when  each  step  was  through  this  made  the  suit 
a little  more  valuable.  So  when  the  suit  was  finished  its  value 
totaled  to  forty  dollars." 

"The  suit  sold  for  forty  dollars  because  the  farmer  charged  for 
the  wool,  the  mill  charged  for  the  cloth  and  the  tailor  charged 
for  the  sewing  and  these  services  came  to  $40.  The  reasoning  had 
to  be  done  in  a certain  order.  You  couldn't  make  a suit  before 
the  wool  was  grown." 

1 A POINT:  The  answer  is  vague.  It  may  b<i  correct  but  it  does  not 

give  the  details. 

Examples  of  Answers  Given:  "The  suit  sold  for  $40  because  each 

person  doing  his  part  in  a sequence  must  get  paid  and  as  each 
person  gets  paid  the  cost  for  the  suit  must  grow  larger  for  all 
producers  to  make  a profit." 

"The  seller  of  the  product  has  to  pay  for  the  materials  in  the 
suit  and  make  a profit.  In  the  long  run,  he  is  really  paying  for 
the  seeds  for  the  growing  of  the  cotton  and  the  cloth  weaver.  So 
when  the  suit  is  sold,  everybody  who  helped  in  the  production  of 
the  suit  profits." 
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0 NO  CREDIT: 

Examples  of  Answers  Given:  "Cause  $A0  was  all  the  suit  was  worth. 
Cause  it  may  have  been  made  with  good  cloth  or  poor  cloth.  It  all 
depends  on  if  the  suit  had  good  quality." 

"The  suit  sold  because  the  person  that  bought  it  could  not  d6  all 
these  things  himself.  He  paid  $**0  because  he  realized  that  there 
was  $A0  worth  of  work  gone  into  making  it." 


Question  5(a)  " Form  A 
Points 

3 FULL  CONCEPT:  The  difference  between  a fact  and  thinking  about  a 

fact  is  recognized. 

Model  Answer:  The  first  is  a statement  of  a fact;  and  the  second 

is  asking  the  reader  to  think  about  a fact. 

Example  of  Answers  Given:  "(a)  is  just  a statement,  (b)  would  have 

you  put  a lot  of  thought  into  it." 

2 PART  OF  CONCEPT:  One  part  is  accurate  and  the  other  part  is  vague. 

Example  of  Answers  Given:  "One  is  a fact  and  one  is  imaginary." 

1 A POINT:  A restatement  of  the  sentences  with  a vague  distinction 

made  between  the  fact  and  the  request. 

Example  of  Answers  Given:  "One  says  that  Columbus  discovered. 

America  and  the  other  tells  you  to  imagine  you  are  Columbus  dis- 
covering America." 

0 NO  CREDIT:  Only  one  part  is  mentioned. 

Example  of  Answers  Given:  "The  first  one  is  a fact." 


Question  5(b)  - Form  A 
Points 

3 FULL  CONCEPT:  The  fact  is  recognized  as  an  economic  fact;  and  the 

second  part  involves  thinking  about  an  economic  fact. 

Model  Answer:  The  first  part  is  a statement  of  an  economic  fact. 

The  second  part  suggests  that  the  reader  think  about  an  economic 

fact . 

Example  of  Answers  Given:  None . 
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2 PART  OF  CONCEPT:  The  distinction  between  the  two  is  vague  and 

does  not  recognize  the  fact  as  an  economic  fact. 

Example  of  Answers  Given:  "One  is  a fact  and  the  other  asks  you 

to  think  about  the  fact." 

1 A POINT:  A point  that  is  reasonable,  but  usually  a simple  re- 

statement of  the  parts. 

Example  of  Answers  Given:  "One  is  a fact  and  the  other  asks  you 

to  wonder  why  specialists  trade  with  each  other." 

0 NO  CREDIT:  Only  one  part  is  mentioned. 

Examples  of  Answers  Given:  "One  is  a fact." 

"You  don't  understand  why  specialists  trade  with  one  another." 

Question  4(a)  - Form  B 
Po  ints 

3 FULL  CONCEPT:  Both  parts  of  grouping  are  correct. 

Model  Answer:  Group ing--Add it  ion,  subtraction,  multiplication, 

division. 

Example  of  Answers  Given:  "Addition,  subtraction,  multiplication, 

division." 

2 PART  OF  CONCEPT:  One  grouping  is  correct;  addition  and  subtrac- 

tion, or  multiplication  and  division. 

Examples  of  Answers  Given:  "Addi».g,  subtraction." 

"Multiplication,  division." 


1 A POINT:  It  must  be  reasonable. 

Example  of  Answers  Given:  None . 

0 NO  CREDIT:  Neither  grouping  is  correct. 

Example  of  Answers  Given:  "Group  one:  Addition  - Group  two: 

Subtract  ion." 
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Question  4(b)  - Form  B 
Points 

3 FULL  CONCEPT:  Reason  for  each  grouping  is  clearly  stated. 

Model  Answer:  Addition  and  subtraction  are  inverse  operations  or 

they  are  the  opposite  of  each  other. 

Example  of  Answers  Given:  "Addition  is  the  inverse  of  subtraction, 

and  multiplication  is  the  inverse  of  division." 

2 PART  OF  CONCEPT:  The  reason  for  one  grouping  is  clearly  stated. 

Examples  of  Answers  Given:  "Because  multiplication  is  a short 

form  of  adding." 

"I  chose  adding  and  multiplying  because  multiplying  is  a quick 
way  of  adding.  I chose  subtracting  and  dividing  because  when  you 
subtract  you  take  away  from  a number  and  when  you  divide  you  take 
away  from  the  original  number." 

1 A POINT:  OYie  reason  stated,  but  it  is  vague. 

Examples  of  Answers  Given:  "You  can  check  one  with  the  other." 

"They  are  the  opposite." 

0 NO  CREDIT:  The  reason  given  is  wrong  or  inadequate. 

Examples  of  Answers  Given:  "These  are  the  order  in  which  I 

learned  them." 

"Adding  and  subtracting  are  easier  than  multiplying  and  dividing." 


Question  4(c)  - Form  B 
Points 

3 FULL  CONCEPT:  Both  parts  of  the  grouping  are  correct. 

Model  Answer:  Grouping--add it  ion,  multiplication;  subtraction, 

d iv is  ion. 

Example  of  Answers  Given:  "Addition,  multiplication;  subtraction, 

d ivision." 
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2 PART  OF  CONCEPT:  One  part  of  the  grouping  is  correct. 

Examples  of  Answers  Given:  "Addition,  multiplication." 

"Subtraction,  division." 

1 A POINT:  A point  that  is  reasonable. 

Example  of  Answers  Given:  None. 

0 NO  CREDIT:  Neither  grouping  is  correct. 

Example  of  Answers  Given:  "Group  one:  multiplication.  Group 

two:  division." 


Question  4(d)  - Form  B 
Points 

3 FULL  CONCEPT:  The  reason  for  each  grouping  is  clearly  stated. 

Model  Answer:  Addition  and  multiplication  - multiplication  is 

many  additions.  Subtraction  and  division  - division  is  many 
subtract  ions . 

Example  of  Answers  Given:  "Multiplication  is  just  repeated  addi- 

t ions.  Division  is  just  repeated  subtractions." 

2 PART  OF  C0NrEPT:  The  reason  for  one  grouping  is  clearly  stated 

or  both  are  vague. 

Examples  of  Answers  Given:  "Multipl ication  is  a fast  way  of 

adding." 

"They  are  opposites." 

1 A POINT:  The  reasons  stated  are  vague. 

Examples  of  Answers  Given:  "One  makes  the  answer  larger,  and  the 

other  makes  the  answer  smaller." 

"In  both  addition  and  multiplication  you  add  to,  and  in  subtrac- 
tion and  division  you  take  away  from." 

0 NO  CREDIT: 

Examples  of  Answers  Given:  "You  divide  a large  number  by  a smaller 

number.  You  take  one  number  an  time  it  by  another  number." 

"Addition  and  subtraction  are  the  slower  ways.  Multiplication 
and  division  are  the  faster  ways." 
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Question  5(a)  - Form  B 
Po ints 

3 FULL  CONCEPT:  Work,  income  as  a payment  for  producing,  and  spend- 

ing are  clearly  stated. 

Model  Answer:  He  produces  goods  and  services  for  which  he  is 
paid;  this  is  his  income  which  determines  the  amount  of  goods  and 
services  he  can  purchase. 

Example  of  Answers  Given:  "Total  production  is  every  product  and 

service  made  in  the  country  and  total  income  is  all  the  money  that 
comes  from  consumers,  producers,  government,  and  foreigners  to  pay 
for  the  product." 

2 PART  OF  CONCEPT:  One  of  the  three  - work,  or  income,  or  spending  - 

is  omitted  or  "passive"  and  not  related. 

Examples  of  Answers  Given:  "Work  to  make  money  and  used  to  buy 

things." 

"To  buy  goods  and  services  you  must  go  out  and  make  money  to  buy 
th  ings ." 

I A POINT:  A point  that  is  passive  and  vague  and  does  not  clearly 

state  more  than  one  of  the  parts  - work,  income,  or  spending. 

Example  of  Answers  Given:  "When  he  works,  he  brings  home  pay. 

When  he  buys  things,  he  spends." 

0 NO  CREDIT:  The  answer  is  not  of  an  economic  nature,  erroneous, 

none  of  the  three  factors  are  coordinated. 

Examples  of  Answers  Given:  "Production  would  rise." 

"There  would  be  an  increase  in  the  national  debt  and  there  prob- 
ably would  be  inflation. 

Question  5(b)  - Form  B 
Po ints 

3 FULL  CONCEPT:  Total  income  can  not  be  less  than  total  production. 

Model  Answer:  No.  Total  income  equals  total  production  because 

income  is  the  payment  for  producing. 

Example  of  Answers  Given:  "In  (a)  you  are  stating  a fact  and  leav- 

ing it  as  that"  In  (b)  you  are  going  to  analyze  that  fact  and  try 
to  gather  more  information  about  it  to  help  you  understand  it." 


2 PART  OF  CONCEPT:  Production  equals  consumption.  The  relation- 

ship is  vaguely  stated. 

Examples  of  Answers  Given:  "Because  the  workers  spend  money,  pro- 

duction goes  on.  The  more  they  spend,  the  higher  wages  become. 
Thus  total  income  would  have  to  equal  total  production." 

"The  amount  of  money  he  receives  limits  the  amount  of  spending." 

1 A POINT:  States  the  relationship  but  does  not  give  explanation. 

Examples  of  Answers  Given:  "They  are  the  same." 

"Production  is  income." 

0 NO  CREDIT:  Too  vague  or  incorrect. 

Examples  of  Answers  Given:  "Yes,  it  is.  You  spend  19%  of  your 

dollar;  also  have  to  make  a profit  on  production." 

"Total  income  is  more  because  things  are  worth  more  than  100  years 
ago." 

Question  5(c)  - Form  B 
Po ints 

3 FULL  CONCEPT:  Production  depends  on  demand  and  the  market. 

Model  Answer:  Production  would  be  reduced  and  eventually  cease 

because  consumers  would  not  create  a demand  in  the  market  for 
goods  and  services.  Producers  must  have  income  from  the  sale  of 
goods  and  services  to  continue  production  for  the  market. 

Example  of  Answers  Given:  None. 

2 PART  OF  CONCEPT:  The  lack  of  demand  or  market  or  production  is 

explained  clearly. 

Examples  of  Answers  Given:  "Production  would  stop  because  con- 

sumers did  not  spend  their  money." 

"There  would  be  no  more  demand  for  production  and  the  entire 
economy  would  collapse." 

1 A POINT:  A point  that  is  vague,  but  the  explanation  is  inade- 

quate. 

Example  of  Answers  Given: 


"Production  would  stop. 
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0 NO  CREDIT:  The  answer  is  inaccurate  or  too  vague. 

Fxample  of  Answers  Given:  "It  would  collapse.  The  money  would 

not  buy  things  to  make  tax;  the  government  would  fall. 


Question  4(a)  - Form  C 
Points 

3 FULL  CONCEPT:  Recognizes  communication  in  the  market. 

Model  Answer:  How  do  they  know  what,  how,  and  how  much  to  pro- 

duce? How  are  these  activities  coordinated?  How  are  decisions 

coordinated? 

Example  of  Answers  Given:  None. 

2 PART  OF  CONCEPT:  Recognizes  some  sort  of  system  with  coordin- 

ation, but  is  vague. 

Examples  of  Answers  Given:  "What  kind  of  economic  system  do  they 

have?" 

"What  is  their  medium  of  exchange?" 

1 A POINT:  A point  that  is  reasonable  and  is  of  an  economic  nature. 

Examples  of  Answers  Given:  "What  are  their  resources?" 

"How  do  most  of  the  people  make  a living?" 

0 NO  CREDIT:  Questions  that  are  not  of  an  economic  nature  or  are 

inaccurate. 

Examples  of  Answers  Given:  "Where  are  the  products  going?" 

"Who  are  they?" 
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Question  4(b)  - Form  C 
Points 

3 FULL  CONCEPT:  The  student  sees  parts  fitting  together. 

Model  Answer:  How  do  you  put  the  parts  together  to  make  a motor? 

In  what  order  are  the  parts  assembled,  and  which  parts  are  assem- 
bled first? 

Examples  of  Answers  Given:  "How  do  the  parts  fit  together?" 

"How  do  you  get  it  together  again?" 

2 PART  OF  CONCEPT:  The  idea  of  parts  fitting  together  is  vague. 

Examples  of  Answers  Given:  "Where  do  the  parts  go?" 

"Where  do  the  parts  belong?  How  much  skill  would  it  take  to  put 
it  together?" 

1 A POINT:  A vague  and  inadequate  question. 

Examples  of  Answers  Given:  "What  does  each  part  do?" 

"How  are  each  used?" 

0 NO  CREDIT:  Questions  that  are  not  of  an  economic  nature. 

Examples  of  Answers  Given:  "Who  took  the  motor  apart?" 

"How  ionq  will  it  take  to  make  a motor?" 

"Where  are  the  products  going?" 

Question  4(c)  - Form  C 
Points 

3 FULL  CONCEPT:  The  funct;ons  of  the  producer  and  consumer  are 

coordinated  and  determined  in  the  market. 

Model  Answer:  The  producer  must  determine  in  advance  what  he  will 

produce”  The  demands  of  the  consumer  will  determine  what,  how 
much,  and  how  the  goods  and  services  are  produced.  The  kind  and 
quantity  of  goods  and  services  produced  is  determined  in  the 

market . 


Example  of  Answers  Given:  None. 
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2 PART  OF  CONCEPT:  Some  activity  of  supply  and  demand  is  related, 

but  the  coordination  in  the  market  is  vague. 

Examples  of  Answers  Given:  "They  would  mean  that  in  order  for 

someone  to  buy  a product  or  a service  there  would  first  have  to  be 
a supply  of  that  good  or  someone  willing  to  do  that  service  and 
then  there  would  have  to  be  a want  or  need  for  the  product  or  ser- 
vice there  as  a supply  of.  They’d  mean  that  that  last  sentence 
was  the  whole  idea  of  an  economy." 

"The  basics  of  economy  is  producing  to  meet  the  public  demands 
and  selling  to  make  more  money  to  produce." 

1 A POINT:  The  question  is  simply  restated  or  the  answer  is  vague 

and  inadequate. 

Example  of  Answers  Given:  "A  greater  demand  for  goods  causes  a 
need  for  a greater  supply  and  service  to  manufacture  these  goods." 

0 NO  CREDIT:  The  activity  or  function  performed  is  not  of  an  eco- 

nomic nature  or  is  inaccurate. 

Example  of  Answers  Given:  "The  less  there  is  in  supply,  the  more 

people  demanded." 

Question  5(a)  ■ Form  C 
Points 

3 FULL  CONCEPT:  Economic  ideas  are  communicated  between  the  pro- 

ducer and  consumer  in  the  market. 

Model  Answer:  There  are  many  ways  of  communication.  Consumers 

communicate  with  producers  by  buying  goods  and  services  in  the 
market.  In  this  way  the  producer  knows  the  demands  of  the  con- 
sumer, and,  in  turn,  he  will  produce  these  goods  which  consumers 
indicate  that  they  are  willing  to  buy. 

Example  of  Answers  Given:  None. 

2 PART  OF  CONCEPT:  The  market  is  not  recognized  as  a means  of 

commun icat ion. 

Example  of  Answers  Given:  "There  are  many  ways  of  communication 

besides  talking." 

1 A POINT:  A point  is  vaguely  expressed. 

Example  of  Answers  Given:  "Talking  is  not  the  only  means  of 

communication." 
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0 NO  CREDIT: 

Example  of  Answers  Given:  "That  there  are  a lot  of  ways  of  commu 
nication  but  the  only  one  I know  of  is  the  human  man." 


Question  5(b)  - Form  C 
Points 

3 FULL  CONCEPT:  The  demand  for  goods  and  services  does  not  vary 

directly  with  the  price.  The  demand  for  some  will  vary  more  than 
others,  depending  on  whether  it  is  a necessity  or  if  there  is  a 
satisfactory  substitution. 

Model  Answer:  By  buying  the  goods  and  services,  the  consumer  com- 

municates the  idea  that  the  goods  are  a necessity  or  have  a value 
greater  than  other  goods  for  which  he  may  spend  his  money. 

Example  of  Answers  Given:  None. 

2 PART  OF  CONCEPT:  Necessity,  only,  is  mentioned;  communication  is 

d is  regarded. 

Example  of  Answers  Given:  "Yes,  the  consumer  may  buy  the  goods  at 

a higher  price  if  it  is  a necessity." 

1 A POINT:  A point  that  is  reasonable,  such  as  relating  quality  of 

the  goods  at  the  higher  price. 

Examples  of  Answers  Given:  "When  the  price  is  lowered  people  might 

not  want  the  product  because  they  might  think  it  isn't  good  if  it's 
so  cheap.  When  the  price  is  raised  some  people  might  think  that 
the  product  is  pretty  good  if  it  costs  so  much  and  they  would  buy 
it.  I think  that  probably  if  the  price  was  raised  none  of  it 
would  be  sold." 

"If  a price  is  low  the  people  might  not  buy  it  because  they  think 
the  quality  is  low  also.  If  the  price  is  high  they  think  it  is  a 
good  product  so  they  buy  it." 

0 NO  CREDIT:  Failure  to  recognize  that  the  demand  for  some  goods 

does  not  change  with  price  changes. 

Example  of  Answers  Given:  "People  buy  as  much  as  they  can  afford 

to  buy.  If  a person  was  average  and  couldn't  afford  to  buy  much 
of  a certain  product,  he  would  probably  wait  until  the  price  was 
lowered  before  he  bought  very  much." 
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Summary  of  Changes  on  the  Special  Written  Questions 
Given  at  the  Start  and  End  of  Course 

Question  1 - all  forms 

Statistical  gains  on  this  question  were  very  significant.  Group- 
ing was  inherent  in  the  course,  especially  in  the  grouping  of  the  con- 
cepts insto  the  basic  areas  of  scarcity,  flows,  arid  coordination.  On  the 
pre-test,  the  students  were  able  to  do  the  grouping  but  they  were  unable 
to  explain  the  reasons  for  grouping.  However,  on  the  post-test  the 
students  were  able  to  give  better  explanations  of  grouping  after  they 
had  used  it  throughout  the  course. 


Question  2(a)  - all  forms 

The  average  gain  in  understanding  of  scarcity  and  its  relation 
to  resources  was  small,  though  one  should  note  that  the  initial  level 
was  relatively  high.  On  the  pre-test,  the  understanding  of  resources 
was  limited  to  materials  or  natural  resources.  On  the  post-test,  the 
students'  terminology  and  ability  to  define  the  situation  showed  defi- 
nite improvement  because  they  understood  resources  on  a more  sophis- 
ticated level  to  include  land,  labor,  and  capital.  This  was  an  economic 
question  that  involved  the  well-defined  learning  situations  in  Units 
1 or  2. 


Question  2(b)  - all  forms 

On  the  whole,  the  students  made  only  a small  gain  because  they 
were  unable  to  pass  beyond  the  rather  obvious  commonsens ical  solutions 
at  which  they  arrived  on  the  pre-test.  They  were  unable  to  relate  the 
problem  of  efficiency  to  this  question.  Although  this  was  in  the  mate- 
rials, it  required  more  extrapolation  than  the  students  were  capable  of 
making. 


Question  2(c)  - all  forms 

The  average  gain  on  this  question  was  rather  large,  better  than 
a half  point,  as  the  students  were  able  to  apply  the  concept  of  scarcity. 
Still,  even  on  the  post-test,  the  students  were  unable  to  go  beyond  this 
to  give  possible  solutions  to  the  problem  of  scarcity.  They  were  unpre- 
pared to  make  meaningful  extrapolation  from  the  materials.  The  students 
drew  upon  the  mdterial  presented  in  Units  1 and  2 for  their  knowledge  of 
scarcity  and  resources. 
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Question  3(a)  - all  forms 

Gains  were  snail  but  statistically  significant  on  this  question. 
The  course  apparently  gave  limited  opportunities  to  acquire  this  kind  of 
sophistication  except  in  asking  the  students  to  make  their  own  definitions 
upon  various  occasions.  On  both  the  pre-test  and  the  post-test,  the  stu- 
dents  did  little  more  than  make  observations  of  the  question. . On  the 
post-test,  however,  a few  students  were  able  to  see  the  question  as  a 
whole  and  transfer  the  idea  to  the  sequential  development  of  a defimtio  . 


Question  3(b)  - all  forms 

Though  the  mean  gain  here  was  significant,  it  was  small  and  still 
left  the  students  low  on  the  scale.  On  the  pre-test  the  students  tended 
to  relate  their  personal  development  of  an  understanding  of  money,  rather 
than  apply  this  development  to  !he  concept  of  a definition.  They  assumed 
the  growth  of  their  concept  of  money  to  parallel  their  chronologica 
growth.  On  the  post-test,  however,  the  students  were  able  to  relate  more 
adequately  their  concepts  of  money  and  of  definition. 


Question  4(a)  - Form  A 

The  gains  on  this  question  were  very  significant  as  indicated 
by  a mean  gain  of  over  1,  which  was  the  highest  of  any  question.  On  the 
pre-test,  the  students  tended  to  restate  the  question  without  describing 
it  in  terms  of  a step-by-step  procedure.  But,  on  the  p°s*"‘®8t’  ®^_ 

were  able  to  see  the  parallel  development  in  economics  and  the  construe 
tion  of  a house.  The  conception  of  building  the  structure  of  economics 

was  inherent  throughout  the  materials. 


Question  4(b)  - Form  A 

On  the  pre-test,  the  students  tended  to  group  the  individual 
related  events  as  a whole  rather  than  as  an  analytical' chain  of  re  ated 
events  with  value  added.  On  the  post-test,  however,  they  had  a well- 
defined  approach  to  answering  the  question  and  included  the  concept  of 
value  added.  The  Route  of  the  Suit  was  presented  as  the  first  learning 
situation  in  Unit  7,  and  the  students  were  able  to  transfer  the  knowledge 
gained  there  to  the  answering  of  this  particular  question. 


Question  5(a)  - Form  A 


The  group  made  no  significant  gain  on  this  question,  which  was 
a very  subtle  one.  Typical  answers  on  both  the  pre-test  and  the  post- 
test stated  that  one  form  was  a statement  of  fact  while  the  other  was 
a question  or  someone  wondering  about  a fact. 
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Question  5(b)  - Form  A 

A small  gain  was  apparent  in  this  part  of  question  5 as  opposed 
to  the  first  part.  On  the  pre-test,  the  students  tended  to  repeat  the 
question  or  to  give  grammatical  differences.  On  the  post-test,  they 
were  more  able  to  recognize  part  1)  as  an  economic  fact  and  part  2)  as 
an  indirect  statement  requiring  further  analysis.  Their  course  experi- 
ence, especially  with  the  concept  of  specialization,  presumably  made 
some  difference  here. 


Question  4 - Form  B 

One  can  consider  part  a)  and  part  c)  together  since  they  both 
involved  grouping,  and  the  way  in  which  the  students  did  this  varied 
with  the  individual.  Most  of  the  students  were  able  to  make  at  least 
one  correct  grouping  on  the  pre-test  as  indicated  by  the  mean  of  2.88 
on  part  a).  There  was  a slight  gain  on  the  post-test  of  students  who 
were  able  to  make  two  correct  groupings,  as  indicated  by  the  gain  on 
part  c) . 


One  can  also  consider  part  b)  and  part  d)  together  since  the 
order  of  the  students'  answers  depended  upon  their  decision  for  grouping. 
However,  there  was  a significant  gain  in  part  b)  which  indicates  that 
more  of  the  students  were  able  to  give  at  least  one  valid  explanation. 
Fewer  students  were  able  to  give  correct  explanations  for  both  groupings. 
The  explanation  for  the  grouping  of  addition-multiplication  and  sub- 
traction-division was  the  one  students  were  able  to  explain  most  satis- 
factor i ly . 

Some  variation  was  noted  between  schools,  especially  in  the 
terminology  employed,  i.e.,  "inverse"  or  "opposite".  Most  of  the  un- 
satisfactory explanations  described  the  groupjng  as  "easier-harder", 
or  "the  order  in  which  they  were  learned  in  school",  or  "larger  or 
smaller  answers".  There  was  evidence  that  the  strength  of  the  math- 
ematics program  was  the  most  important  influence  on  the  quality  of  the 
answers. 


Question  5(a)  - Form  B 

There  was  a highly  significant  gain  on  this  question  as  the  mean 
score  increased  almost  one  point.  Initially,  the  students  saw  little 
relationship  or  said  only  that  income  was  a reward  for  work.  At  the  end 
of  the  course,  they  were  able  to  understand  the  flows  bet-.jsn  production 
and  consumption  more  readily.  This  material  was  covered  in  Unit  7 by 
the  learning  situation  on  the  twin  flows. 


o 
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Question  5(b)  ■ Form  B 

There  was  a significant  average  gain  of  a half  point  on  this 
question.  On  the  pre-test,  the  students  tended  to  repeat  the  question 
or  were  incapable  of  understanding  that  total  production  would  have  to 
equal  total  income.  On  the  post-test,  the  students  were  better  able  to 
see  the  relationship  as  one  of  equality,  although  many  still  did  not 
understand  this  concept.  This  was  included  in  the  materials  in  Unit  7 
which  discussed  the  twin  flows  and  their  interaction  and  equality. 


Question  5(c)  - Form  B 

On  the  pre-test,  the  students  did  not  understand  that  production 
would  cease  if  there  was  only  saving  in  a society.  However,  there  was  a 
significant  gain  on  the  post-test  as  many  of  the  students  recognized 
the  relationship  between  spending,  saving,  and  disequi ■ ibrium.  This 
was  included  in  Unit  11,  which  treated  the  interaction  of  the  savings 
and  investment  flows  and  the  problems  resulting  from  an  imbalance.  This 
question  also  had  some  relevance  to  Situation  3 in  Unit  11  which  dis- 
cussed the  multiplier. 


Question  4(a)  - Form  C 

Though  the  quality  of  student  responses  increased  markedly,  few 
students  attained  the  level  of  understanding  whereby  they  viewed  all  of 
the  activity  as  determined  in  the  market  place.  Initially,  students  had 
little  or  no  concept  of  the  market  place  as  they  viewed  the  activity  on 
the  island;  their  questions  reflected  curiosity  about  the  sociological 
relationships  among  the  people.  At  the  end,  their  answers  dealt  with 
resources,  the  nature  of  the  islanders*  economic  system,  and  goods  pro- 
duced, with  some  degree  of  relationship  and  communication  indicated. 
Gains  here  may  best  be  attributed  to  Unit  15,  which  presented  the  three 
basic  types  of  economic  systems  and  compared  the  way  in  which  decisions 

are  made. 


Question  4(b)  - Form  C 

The  failure  of  the  students  to  show  significant  gains  may 
have  been  a result  of  their  inability  to  correlate  the  underlying  con- 
cepts of  each  unit  and  apply  them  to  a practical  situation.  Supply 
and  demand  were  not  emphasized  per  se,  but  these  concepts  were  included 
in  Units  1-4  as  part  of  basic  economic  decisions. 
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Question  4(c)  - Form  C 

Although  the  students  exhibited  an  over-confident  familiarity 
With  the  terms--supply  and  demand-and  a penchant  to  use  them,  the  r 
answers  on  Jhe  pos?-test  reflected  an  increase  in  understanding  rela- 
• . . n 4-i-ua  nrp-fpst  wants  and  qoods  and  services  were  only 

£e°atedPto  the  isolated  situations  of  products  "manufactured"  P£°* 

answers6 incr eased *°  s t ud  en  t s ^had  ,2-E  ^notion 

^Se^n^iis  nz:isri  22  which 

every  society  must  make. 


Question  5(a)  - Form  C 

Although  this  question  was  of  a non-economie  nature,  the  under- 
stand I no  of  communication  increased.  The  broader  understanding  of 
communication  was  indicated  by  answers  which  included  other  forms  of 
communication,  especially  the  interaction  of  signals  and  dollar 
between  the  producer  and  consumer  in  the  market . 


Question  5(b)  “ Form  C 

The  concept  of  prices  was  a part  of  the  understanding  of  all 
the  concepts  of  the  economics  course.  The  students  apparently  did  not 
relate  “prices"  to  the  concepts  nor  did  they  progress  to  the  ig  e 
ieiel  of  combtning  the  practical  application  of  price  changes  to  the 
!heory--namely"  that  elements,  other  than  the  theoretical,  influenced 
supply  and  demand  for  goods. 


o 
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Name  

(Print)  Last  First  Middle  Initial 

School  Date , JJJM 


END  -OF  -COURSE  HliliMHiii 
COURSE  IN  NINTH  GRADE  ECONOMICS 

January,  1966 


General  Directions 


Open  the  booklet  when  your  teacher  tells  you  to  go  ahead. . Please 
read  the  directions  for  each  part  carefully.  If  you  have  a question 
about  the  directions,  ask  your  teacher  for  help.  Your  answers  will  be 
kept  confidential  and  used  only  for  research  purposes. 


Developed  by  the  Social  Studies  Curriculum  Center 
The  Ohio  State  University 
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Page  2.  (Opinions  about  Outcomes  of  Economics.  Repeated.) 

Page  3.  (Items  1-3  below.) 

Directions  for  questions  1 through  4.  Please  place  a check  mark  (v')  in 
the  space  to  the  left  of  the  one  statement  with  which  you  most  agree. 


1.  How  would  you  judge  the  amount  of  material  covered  in  the  course? 

______  a)  We  had  much  too  much  material  for  us  to  cover  in  one  term. 

b)  We  had  somewhat  more  material  to  cover  than  we  had  time  for. 

c)  The  amount  of  material  covered  was  about  right. 

_____  d)  We  had  somewhat  less  material  to  cover  than  we  could  have 
covered . 

e)  We  had  too  little  material  to  cover;  there  was  time  for 

much  more. 


2.  How  well  did  you  like  this  course  in  economics? 


a)  I liked  it  very  much. 

b)  I liked  it  somewhat. 

c)  I neither  liked  nor  disliked  it. 

d)  I disliked  it  somewhat. 

e)  I d i s 1 i ked  i t a lot . 


3.  How  hard  did  you  find  this  course  in  economics,  as  compared  to  other 
subjects  you  took  during  this  same  term? 


a) 

b) 

c) 

d) 


It  was  the  hardest  subject  I took. 

It  was  one  of  the  harder  ones  but  not  the  hardest. 

It  was  about  average  in  difficulty. 

It  was  one  of  the  easier  ones  but  not  the  easiest.  . 
It  was  the  easiest  subject  I took. 


Page  4.  (Items  4-6  below.) 


4.  Suppose  you  were  asked  whether  you  would  recommend  this  course  in 
Economics  as  a subject  for  next  year's  ninth-grade  classes  in  your 
school.  What  would  your  recommendation  be? 

a)  I would  not  especially  recommend  it. 

_____  b)  I would  have  no  particular  feelings  either  way. 

_____  c)  I would  feel  inclined  to  recommend  it. 

Please  give  your  reasons  for  the  opinion  you  just  gave,  (space 
a 1 lowed) 

5.  In  what  way  did  this  course  in  Economics  not  turn  out  to  be  what  you 
thought  it  would  be?  (space  allowed) 

6.  In  what  way  did  it  turn  out  to  be  what  you  thought  it  would  be? 
(space  al lowed) 
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Page  5. 


WORD  ASSOC  I AT  I ONS 
Directions 


In  the  remainder  of  this  booklet,  we  will  try  to  find  out  how 
you  describe  different  kinds  of  things.  There  is  no  "right"  or  "wrong" 
answer;  we  just  want  to  know  what  you  think  about  certain  topics. 

At  the  top  of  each  of  the  following  pages  there  is  a word  or 
phrase  for  you  to  describe.  Each  pair  of  words  forms  a scale.  By 
marking  the  corresponding  box  on  the  page,  you  can  indicate  what  you 
associate  with  the  particular  word  or  phrase. 

For  example: 

If  you  feel  that  the  topic  named  at  the  top  of  the  page  is  very 
closely  associated  with  one  end  of  the  scale,  you  would  mark  the  page  as 
fol lows : 


fair  ■■==  = ==  = unfair  OR  fair  ==  = = = mm  unfair 

If  you  feel  that  it  is  somewhat  related  to  one  or  the  other  end 
of  the  scale  you  would  mark  the  page  as  follows: 


fair  gg  ~ ~ unfair  OR  fair  ~ Ml  ~ unfair 

If  you  consider  both  sides  equal  1 v associated,  you  would  mark 
the  middle  space  on  the  page  as  follows: 


fair 


A B C D E 


unfa i r 


Remember:  never  give  more  than  one  answer  to  each  item.  And  also  be 

sure  to  mark  every  i tern.  Do  not  omit  any  item. 

Do  not  spend  more  than  a few  seconds  marking  each  item.  Your 
first  impression  is  what  we  would  like  to  learn  about.  We  have  found 
you  can  work  more  quickly  if  you  first  form  a picture  in  your  mind  of 
the  thing  mentioned  at  the  top  of  each  page,  and  after  that  you  mark 
each  i tern  very  rapidly. 

When  you  finish  one  page,  go  on  to  the  next.  When  you  finish 
the  booklet,  do  not  go  back  and  change  any  ratings  you  made. 
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Page  6. 

% 

ECONOMICS 

1. 

useful 

_A_ 

_B_ 

_C_ 

_D_ 

_E_ 

impractical 

_A_ 

_B_ 

_C_ 

_D_ 

_E_ 

clear 

2. 

vague 

MM 

3. 

exciting 

_A_ 

_B_ 

_C_ 

_D_ 

dull 

4. 

confused 

_A_ 

_B_ 

_c_ 

_D_ 

_E_ 

organized 

_A_ 

_B_ 

_c_ 

_D_ 

unenjoyable 

5. 

enjoyable 

6. 

boring 

A_ 

_B_ 

_c_ 

_D_ 

_E_ 

interesting 

7. 

good 

_A_ 

_B_ 

c_ 

_D_ 

E_ 

bad 

8. 

difficult 

_A_ 

J3_ 

_c_ 

_D_ 

_E_ 

easy 

9. 

definite 

_A_ 

_Bi_ 

_c_ 

_D_ 

_E_ 

i ndef ini te 

10. 

unimportant 

A_ 

_B_ 

_c_ 

_D_ 

important 

Pages  7 - 10.  (Same  as  page  6 except  that  the  stimulus  words  were,  in 
turn,  MATHEMATICS,  HISTORY,  SCIENCE,  THIS  COURSE  IN  ECONOMICS.) 


APPENDIX  F 


<i 


AN  INSTRUMENT  FOR  MEASURING  THE  DEGREE  OF  TEACHER 
ADHERENCE  TO  THE  DISCIPLINE  APPROACH 

I.  Outline  of  the  Instrument 

Section  One  - The  Teacher's  Adherence  to  the  Unfolding  Structure 

Section  Two  - The  Degree  to  which  a Teacher  Creates  an  Environment 

for  Overt  Student  Involvement  With  the  Initial  Formu- 
lation of  Concepts  and  Linkages 

Section  Three  - The  Effectiveness  of  the  Teacher's  Behavior  in  Terms 

of  the  Objectives  of  the  Discipline  Approach 

Section  Four  - A Brief  Description  of  Each  Teacher's  Implementation 

of  the  Discipline  Approach 

II.  Instructions  for  the  Use  of  the  Instrument 

A.  You  are  asked  to  isolate,  to  the  best  of  your  ability,  the. two 
aspects  of  teacher  behavior  which  form  the  basis  for  the  first 
two  sections  of  the  instrument.  The  third  section  of  the  instru- 
ment requires  you  to  make  a judgment  concerning  the  interrelation 
of  the  previous  ratings  plus  any  other  variables  that  affected 
your  judgment.  (The  fourth  section  of  the  instrument  will. allow 
you  opportunity  to  state  the  additional  variables  about  which 
you  were  aware.)  The  first  three  sections  are: 

1.  To  what  extent  did  the  teachers  adhere  to  the  unfolding 
sequence  of  concepts  as  set  forth  in  Part  I of  the  Teacher's 
Guide?  In  operational  terms,  adherence  is  defined  as  the 
explicit  statement  of  particular  lesson  concepts  and  the 
concepts  of  preceding  lessons.  In  both  cases,  the  explicit 
statements  may  be  made  by  either  teacher  or  students. 

2.  To  what  extent  did  the  teachers  create  an  environment  which 
promoted  overt  student  involvement  with  the  initial  formula- 
tion of  concepts  and  linkages  for  themselves? 

3.  In  terms  of  the  objectives  of  the  discipline  approach,  what 
is  your  judgment  as  to  the  relative  effectiveness  of  the 
teachers  observed?  The  objectives  of  the  d is cipl ine  approach 
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are  defined  here  as:  (1)  to  have  students  learn  a set  of 

economic  concepts,  (2)  to  have  students  understand  at  least 
one  logical  way  of  interrelating  this  set  of  economic 
concepts,  and  (3)  to  have  the  students  demonstrate  their 
ability  to  retain  the  interrelationship  through  application 
to  new  situations. 

B.  The  first  three  sections  of  the  instrument  contain  rating  scales 
with  a range  from  1 to  10.  Theoretically,  it  is  possible  that 
one  of  the  teachers  would  fit  the  criteria  tor  a 1 rating  and 
another  teacher  the  criteria  for  a 10  rating  on  each  section. 
Furthermore,  it  is  also  theoretically  possible  that  the  remain- 
ing eight  teachers  would,  in  the  judgment  of  the  observer,  each 
be  separated  by  the  same  interval.  (Thus,  all  the  intervals 
would  be  identical.)  It  is  also  possible,  however,  that  in  the 
judgment  of  the  observer,  the  variation  between  some  teachers 
on  a particular  scale  may  be  so  slight  that  it  does  not  warrant 
placing  them  at  different  levels.  For  this  reason,  each  level 
is  provided  with  ten  spaces.  This  allows  for  the  theoretical 
possibility  that  no  significant  variation  (according  to  the 
observers  point  of  view)  exists  between  the  ten  teachers.  Each 
of  the  rating  scales,  therefore,  provides  the  observer  the 
opportunity  to  rank  order  the  teachers  and  also  give  some  degree 
of  indication  as  to  the  interval  he  perceives  between  the  rank- 
ings. The  example  below  shows  one  possible  array  of  ratings  on 
one  section  (Section  Three)  with  an  explanation  given  of  the 
interpretation  attached  to  the  indicated  ratings.  This  example 
may  be  taken  as  a model  for  the  scales  in  the  first  three 
sections . 


929 


Illustrative  Example  of  Scoring  and  Interpretation  of  the  Third  Rating 
Scale 

Section  Three  - The  Effectiveness  of  the  Teacher's  Behavior  in  Terms  of 

the  Objectives  of  the  Discipline  Approach 

Example: 


3.  M U 


6.  N 0 V 


8.  0.  T 


10.  R s 

Teacher  P is  considered  the  most  effective  of  the  ten  teachers 
and  the  observer  predicts  a statistically  significant  differ- 
ence between  the  adjusted  mean  gains  of  P's  students  and  those 
of  M or  U's  students.  No  significant  difference  in  performance 
is  predicted  between  M and  U's  classes.  No  significant  differ- 
ence in  performance  is  predicted  between  the  classes  of  teacher 
Nf  0,  and  V.  It  is  predicted  that  the  adjusted  mean  gain  scores 
of  the  students  in  the  classes  of  teacher's  N,  0,  and  Vwill 
vary  from  the  scores  of  M and  U's  classes  more  than  the  varia- 
tion between  M and  U's  classes  and  P's  class.  The  variation 
between  the  scores  of  Q.  and  T's  classes  and  scores  of  N,  0,  and 
V's  classes  will  be  less  than  the  variation  between  N,  0,  and 
V's  classes  and  those  of  teachers  M and  U's  Classes.  The  scores 
of  R and  S's  classes  will  vary  from  those  of  Q.  and  T's  classes 
to  the  same  degree  that  the  scores  of  Q.  and  T's  classes  vary 
from  those  of  N,  0,  and  Vs  classes.  In  terms  of  statistically 
significant  units  of  variation,  teacher  P's  students  will  show 
eight  units  of  variation  from  the  students  of  R and  S's  classes. 

C.  Section  Four  - A Brief  Description  of  Each  Teacher's  Implementa- 
tion of  the  Discipline  Approach 

The  primary  purpose  of  this  section  is  to  have  the  observer  give 
a brief  verbal  description  of  each  teacher's  adherence  to  the 
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structure  outlined  in  the  Teacher's  Guide  and  the  t/pes.of  teach- 
ing strategies  chosen  by  each  teacher  to  implement  his  instruc- 
tion. 

This  section  also  provides  the  observer  with  the  opportunity  to 
express  other  variables  not  emphasized  by  the  scales  of  the  first 
two  sections  which  he  feels  may  have  influenced  the  teacher  s 
effect i veness . 

The  following  account  is  an  example  of  the  kind. of  descriptions 
you  are  asked  to  write.  As  a complete  entity,  it  does  not 
describe  any  of  the  teachers  observed. 


A Fictional  Description  of  Mr.  X 

Mr.  X very  carefully  follows  the  sequence  of  concepts  prescribed 
by  the  Teacher's  Guide  during  four  of  the  five  weekly  class 
periods.  Several  remarks  that  he  made  during  the  observations 
indicated  that  one  period  a week  is  set  aside  as  a current  events 
day.  His  references  also  indicated  that  the  choice  of  current 
events  discussed  on  that  day  had  no  direct  relationship  to  the 
concepts  of  the  economics  course.  In  all  the  observations  he 
used  only  one  general  teaching  strategy.  The  class  was  directed 
to  read  the  lesson  setting  in  the  Student  Materials.  He  then 
asked  the  questions  suggested  in  the  Teacher's  Guide  to  focus 
discussion.  Instead  of  allowing  the  students  to  struggle  with 
the  formulation  of  the  concepts,  he  prematurely  closed  the 
discussion  by  telling  them  the  concepts.  He  then  proceeded  to 
check  their  understanding  by  asking  them  to. recite  the  concepts. 
He  was  patient  with  student  errors  and  willing  to  repeat  his 
formulations  of  the  concepts  until  the  students  responded 
correctly  to  his  formulations.  Mr.  X has  taught  in  the  same 
school  for  over  twenty  years.  He  seems  to  have  built  a reputa- 
tion as  a "good"  teacher.  Furthermore,  he  also  teaches  twelfth 
qrade  classes  and  is  in  charge  of  the  student  council  in  this 
large  school.  It  is  this  observer's  opinion  that  these  factors 
influence  the  desire  of  many  of  his  students  to  do  well  in  his 

classes . 


III.  The  Use  of  the  Record  of  Grid  Ratings 

Included  with  the  instrument  is  the  record  of  your  ratings  on  the 
two  dimensional  grid  used  in  the  classroom  observations.  You  may 
choose*  (1)  to  ignore  this  record  completely  as  you  fill  out  the 
sections  of  the  instrument,  (2)  to  make  casual  references . to  the 
record  (3)  to  use  the  record  for  deciding  borderline  decisions, 

(4)  to’rely  heavily  on  the  record,  or  (5)  to  rely  completely  on  the 
record  for  making  your  decisions.  You  are  asked  to  make  a separate 
decision  about  your  use  of  the  grid  ratings  for  each  of  the  first 
three  sections  of  the  instrument.  Do  not  make  the  decision  about 
the  use  of  the  instrument  until  you  have  completed  the  ratings  for 
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a section.  Take  care  to  isolate  your  decisions  about  the  use  of 
the  grid  ratings  for  each  of  the  three  sections. 

IV.  Completing  the  Two  Copies  of  the  Instrument 

You  have  received  two  copies  of  the  instrument  and  a blank  tablet. 
One  copy  of  the  instrument  and  the  tablet  are  provided  for  making 
a preliminary  draft.  The  second  copy  is  to  be  completed  in  ink  and 
is  to  represent  your  final  judgment. 
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The  Instrument 


Section  One  - The  Teacher's  Adherence  to  the  Unfolding  Structure 

A rating  of  1 indicates  a highly  consistent  pattern  of  behavior  in 
which  the  lesson  concepts  and  the  linkage  to  the  concepts  of  the 
preceding  structure  were  both  made  explicit. 

A rating  of  10  indicates  a highly  consistent  pattern  of  behavior 
in  which  neither  the  lesson  concepts  nor  the  linkage  to  the  concepts 
of  the  preceding  structure  were  made  explicit. 

(1  represents  highest  rating) 

1.  

2.  

3.  

4.  

5.  

6.  

7.  

8.  

9.  

10.  


Which  of  the  following  five  statements  best  describes  your  use  of 
the  grid  ratings  in  making  tha  decisions  on  this  scale: 

1.  I ignored  the  grid  ratings  completely.  

2.  I made  casual  references  to  the  grid  ratings. 


3.  I used  the  grid  ratings  to  make  borderline  decisions. 

4.  I relied  heavily  on  the  grid  ratings  in  making  decisions. 

5.  I relied  completely  on  the  grid  ratings  for  the  decisions 


iErIc 
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Sect  ion  Two 


The  Degree  to  which  a Teacher  Creates  an  Environment  for 
Overt  Student  Involvement  with  the  initial  Formulation 
of  Concepts  and  Linkages 


A rating  of  1 indicates  a highly  consistent  pattern  of  behavior  in 
which  the  teacher  creates  a classroom  environment  where  the  student; 
are  encouraged  to  make  the  original  formulation  of  the  lesson  con- 
cepts and  the  linkage  to  previous  concepts  for  themselves. 

A rating  of  10  indicates  a highly  consistent  pattern  of  behavior  in 
which  the  teacher  creates  a classroom  environment  where  the  students 
are  not  given  the  opportunity  to  make  the  initial  formulation  of  the 
lesson  concepts  and  the  linkage  to  previous  concepts  for  themselves. 


(l  represents  highest  rating) 


1. 


2. 


3. 


4. 


5.  

6.  

\ 

7.  — 



9.  — — 

10.  — 

Which  of  the  following  five  statements  best  describes  your  use  of 
the  grid  ratings  in  making  the  decisions  on  this  scale: 

1.  I ignored  the  grid  ratings  completely.  — 

2.  I made  casual  references  to  the  grid  ratings.  — 

3.  I used  the  grid  ratings  to  make  borderline  decisions.  _ 

4.  I relied  heavily  on  the  grid  ratings  in  making  decisions.  — 
| relied  completely  on  the  grid  ratings  for  the  decisions.  __ 


5. 
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Section  Three  - The  Effectiveness  of  the  Teacher's  Behavior  in  Terms 

of  the  Objectives  of  the  Discipline  Approach 

A rating  of  1 indicates  that,  in  the  observer's  judgment,  the  teacher 
or  teachers  exhibit  the  combination  of  teacher  behaviors  that  will 
produce  the  highest  effectiveness  of  instruction.  With  the  Project 
Materials,  effectiveness  of  instruction  is  defined  as  student  gains 
on  the  learning  outcomes  measures  used  in  the  evaluation  of  the 
Project  Materials. 

A rating  of  10  indicates  that,  in  the  observer's  judgment,  the 
teacher  or  teachers  exhibit  the  combination  of  teacher  behaviors 
that  will  produce  the  least  effectiveness  of  instruction  with  the 
Project  Materials.  Effectiveness  of  instruction  is  defined  as 
student  gains  on  the  learning  outcomes  measures  used  in  the  evalua- 
tion of  the  Project  Materials. 

The  observer  should  first  ask  himself  what  total  variation  he 
believes  will  exist  between  the  class  or  classes  that  he  thinks  will 
show  the  greatest  mean  gains  and  the  class  or  classes  he  thinks  will 
show  the  least  mean  gains.  This  decision  will  provide  the  observer 
with  his  own  framework  for  making  decisions  about  the  variation  in 
the  remaining  classes.  Remember  that  all  the  classes  will  be  statis- 
tically matched  groups  in  terms  of  covariance  adjustments  for  I.Q,. 
and  pretest  scores. 

The  learning  outcomes  measures  used  by.  the  evaluation  design  of  the 
Economic  Curriculum  Project  will  be  statistically  treated  in  order 
to  show  the  variation  in  adjusted  mean  gains  by  classes.  Section 
Three  asks  you  to  make  a prediction  of  these  results.  The  question 
here  is  to  what  degree  will  an  observer's  judgment  of  the  effective- 
ness of  teacher  behavior  correlate  with  the  Project  measures  of 
student  performance. 


(1  represents  highest  rating) 
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1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 


9. 

10.  __ 

Which  of  the  following  five  statements  best  describes  your  use  of 
the  grid  ratings  in  making  the  decisions  on  this  scale: 

1.  I ignored  the  grid  ratings  completely.  

2.  I made  casual  references  to  the  grid  ratings. 

3.  I used  the  grid  ratings  to  make  borderline  decisions.  ___ 

4.  I relied  heavily  on  the  grid  ratings  in  making  decisions.  

5.  I relied  completely  on  the  grid  ratings  for  the  decisions. 


Section  Four 

Teacher  (Use  Code  Letter) 

Observer's  Name  

(Ten  similar  pages  were  included  in  the  Instrument) 


* 


